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FOREWORD

This study on small business was undertaken in response to Senatfe
Concurrent Resolution No. 102, S.D. 1, and House Resclution No. 260, H.D.
1, adopted during the 1987 legisiative session.

The report identifies and reviews problems and issues of high priority
concerns of small businesses in Hawaili and existing business programs and
services available to small businesses in the State, as well as identifies and
reviews various business development programs and services for small
business which have been established in other jurisdictions.
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organizations who have genercusly contributed their time, cooperation, and
assistance to our efforis in conducting this study. We wish to alsc extend
our special thanks to Mr. Thomas J. Smyth, Division Head, Business and
industry Development Division, Department of Business and Economic
Development; Ms. Bette Tatum, Chairperson, Governor's Small Business
Advisory Committee; and Mr. lvan Hankins, Assistant District Director for
Finance and Investment, U.S. Small Business Administration, Honolulu District
Office, whose cooperation and assistance were invaluable.
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Director
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Chapter 1

INTRODUCTION

During the 1987 Regular Session, the Legislature adopted two
resolutions, Senate Concurrent Resolution No. 102, S.D. 1, and House
Resolution No. 280, H.D. 1 (copies of which are included as Appendix A),
relating to the state of small business in Hawaii.® The resolutions requested
the Legislative Reference Bureau (hereafter "Bureau”) to conduct a broad
study to identify, examine, and propose solutions 1o high priority problems
and issues of small businesses and to consider the following subjects in
particular:

{1) Small business incubators;

{2) Business incentive programs;

(3) Small business development centers;

(4} One-stop permitting and financial assistance centers;
(5) Regulatory flexibility legislation;

{8) Utilizing the expertise of the private sector to develop appropriate
curricula for entrepreneurship education; and

{7) ldentification of government policies that specifically relate to small
business.

The resolutions also requested the Bureau to consult with various
government agencies and business organizations.?

Methodology

Due to the limits of time, instead of attempting to organize and convene
the "ad hoc citizen's panel referred to in H.R. No. 260, H.D. 1, the Bureau®
incorporated within this report a brief summary on the strengths and
weaknesses of Hawali as a business location, based upon the fairly recent
report of the Governor's Committee on Doing Business in Hawaii,* which itself
was an advisory committee representing a broad range of business
erganizations in the State.

The primary focus of this study includes: {1} identifying issues and
problems of high priority to small business in Hawaii; (2) identifying existing
government and private programs and services for smail business in Hawaii;
(3) identifying state laws, rules, or policies specifically relating to small
business; (4} identifying other states’ programs and services relative to
small business incubators, small business development centers, one-stop
permifting  centers, regulatory  flexibility  legislation, entrepreneurial
education, and other business incentive programs and services.
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Inguiries were sent to the local business organizations which the
resolutions requested the Bureau to consult with in preparing the study.
The organizations were asked to ascertain from their members: (1) issues
and problems of high priority to those members; (2) any laws, rules, or
government policies perceived to be overly burdensome, impractical, or
unnecessary for small businesses; and (3) services provided by the
organization.® Personal interviews were conducted with representatives from
several business organizations, including The Chamber of Commerce of Hawaii,
the Honolulu Minority Business Development Center, and the Governor's Small
Business Advisory Committee,

Inquiries were aiso sent to those state and other governmental agencies
identified in the resolutions as agencies with which the Bureau should
consult, requesting information on any laws, rules, or policies administered
by the agencies which relate specifically to small business, or the types of
programs or services available to small business, or both.® In addition,
personal interviews were held with several representatives from government
agencies, including the Department of Business and Economic Development,
the Department of Education, the High Technology Development Corporation,
and the United States Small Business Administration, Honolulu District Office.

For the purpcse of this study, relative tc inquiries sent to state
government agencies, 'small business” was defined as any for-profit business,
including, but not flimited to, any sole proprietorship, partnership,
corporation, joint wventure, association, or cooperative, which, including its
affiliates, has less than 100 employees (full- and part-time), and which is not
dominant in its field. A small business concern is not "dominant in its field"
when it does not exercise a controlling or major influence on a statewide basis
in a kind of business activity in which a number of business concerns are
primarily engaged. Factors that may be considered in determining whether
dominance exists, are the volume of business, number of employeas, financial
resources, competitive status or position, sales territory, ownership or
control of materials, processes, patents, license agreements, and nature of
business activity. Business concerns are "affiliates” of one another when one
directly or indirectly controls or has the power to control the other, or a
third party controls or has the power to control both. Control can be
exercised through common ownership and common element.

With regard to other states’ programs and services relative to (1)
regulatory flexibility legislation; (2} one-stop permitting centers; (3) small
business development centers; (4) entrepreneurship education; and (5)
business incentives such as business incubators, wventure capital programs or
fegislation; inquiries were sent to the other 49 states.’

Other data gathering activities, in addition to review of materials
provided by the private entities and government agencies which responded,
inciuded the review of written material such as reports, studies, periodicals,
newspaper articles, law review articles, and business catalogs pertinent to
small business or economic development, or both.
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Organization of the Report
The report is organized as follows:
Chapter 1 introduces the report.

Chapter 2 discusses small business and its impact on the economy as well
as policy considerations in developing business development incentives.

Chapter 3 discusses various business incentive programs and services.

Chapter 4 discusses the past and current problems and issues of small
businesses.

Chapter 5 contains findings and recommendations, followed by
appendices.



Chapter 2

SMALL BUSINESS AND iTS IMPACT ON THE ECONOMY

Economy of the State

An indicator of a state's general economic health is the Gross State
Product {GSP) ({total money value for all goods and services produced in the
State during one vyear). In 1986, Hawaii experienced a four per cent real
increase in the value of goods and services produced over the 1985 GSP.!
Primary contributors to that growth were the tourism and construction
industries, in which visitor spending and construction expenditures accounted
for approximately $5.7 billion and $1.8 billion, respectively.?

For the past several years the nonagriculture wage and salary job count
has steadily continued to increase while the agriculture wage and salary job
count has continued to decline. In 1986, preliminary data indicate there were
approximately 11,400 or 2.7 per cent more nonagriculture wage and salary
jobs, and 250 less agriculture wage and salary jobs, as compared to 1985.°3
The total number of nonagriculture wage and salary jobs were approximately
437,200 for 1986, and 425,750 for 1985.% For the same vyears, the total
number of agriculture wage and salary jobs were 10,400 and 10,150,
respectively.®

As a result, the State's civilian unemployment rate has also improved
steadily from 5.6 per cent for 1985 to 4.8 per cent for 1986.° The most
recent available information from the Research and Statistics Office of the
state Department of Labor and Industrial Relations, reveals a 3.8 per cent
unemployment rate for the third quarter of 1987.7

Federal defense spending declined approximately 9 per cent in 1986 from
approximately $1.965 billion in 1985 to approximately $1.785 billion in 1986.°
"The primary cause of the decline was a 30 percent drop in defense spending
for locally purchased goods and services... [However,] [flederal construction
contracts showed an increase of 36 percent in 1986, indicating that local
defense construction spending may bounce back [for 1987.]"" For the same
period, diversified agriculture (including the self-empioyed} and the sugar
growing and processing industries experienced a drop in employment of 7.4
per cent and 3 per cent, respectively.'®

On the other hand, at least two sub-industries experienced employment
growth in 1886. Pineapple growing and processing recorded a 4 per cent
increase, and diversified manufacturing recorded a slight increase of over 1
per cent, 1!

Other economic indicators provide further evidence of a growing economy
in 1986 as compared to 1985 with an increase in personal income of 6.1 per
cent for the first three quarters of 1986; consumer prices increased only 2.4
per cent, the lowest since 1983; business activity ({voilume of taxable
transactions subject to state excise and use taxes) increased approximately 7
per cent; recorded mortgages increased approximately 63 per cent; and the
number of visitors arriving in Hawaii increased approximately 15 per cent.
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in 1986, the services and trade (wholesale and retail) industries
constituted approximately 65 per cent of the fotal wage and salary jobs in
Hawaii. A breakdown of the number of jobs and corresponding percentages
by industry is provided below in Table 1:%?

Table 1

BREAKDOWN OF NUMBER OF JOBS AND
CORRESPONDING PERCENTAGES BY INDUSTRY

Number Per

Industry of Jobs Cent
TOTAL 363,650 100.0

dgriculture (sugar, pineapple, and diversified

agriculture) 10,150 2.8
Construction, manufacturing, and food processing 51,200 14.0
Finance, insurance, and real estate 32,500 9.0
Services 118,750 33.0
Trade (whoalesale and retail) 116,700 32.0
Transportation, communication, and utilities 33,950 9.4

A comparison of the major industries from 1970 to 1985 indicates the
services and trade industries experienced the most employment growth with a
combined increase of 12 per cent, while the construction, manufacturing, and
mining industries experienced an off-setting 11 per cent decline in
employment. A slight gain in employment was experienced by the finance,
insurance, and real estate industries; however, it was nullified by
corresponding declines in the transportation, communications and utilities, and
agriculture industries. For 1970 and 1985, the distribution of private
employment by industry are as follows:

Table 2

DISTRIBUTION OF PRIVATE EMPLOYMENT BY INDUSTRY
(1970 and 1985}

Tndustry 1970 1985
Agriculture 4.9% 3.3%
Construction, manufacturing and mining 2.5 11.3%
Finance, insurance and real estate 7.6% 9.3%
Services 24.1% 32.6%
Trade 30.4% 33.8%
Transportation, communications, and utilities 10.5% 9.7%

Source: Bank of Hawaii, Business Trends, January/February, 1987.

It is evident that a substantial portion of the private sector jobs are in
industries such as services, which tend to be of lower-skill and lower pay as
compared to higher-skill and higher paving jobs in industries which are



SMALL BUSINESS: CURRENT PROBLEMS AND OPPORTUNITIES

producers of goods and providers of construction services. Further,
employment growth which has been centered within the service industries may
be due to the increased growth of the tourism industry. However,

employment growth in the service industries has its disadvantages in terms of
employee wages. According to a state economist, one of the reasons that
Hawaii is a low wage state is the increase in the number of jobs created by
the service industries.*® Further, "Hawaii's service-based economy has also
created a low-wage base that has had a domino effect on wages paid by
employers in other industries. |f a worker in retailing earns $3.50 an hour,
a small businessman is likely to hire a clerk or salesperson at the same
rate.” "

The dominance of the visitor industry in the State's economy is further
exemplified by its growth in terms of its share of the State's GSP from 9 per
cent in 1963 to 24 per cent in 1983.'%* Further, official state projections
indicate that wage and salary jobs are expected to grow approximately 37 per
cent from 412,200 in 1980 to 564,300 in 2005, of which a majority of the new
jobs will be in the nonmanufacturing and service industries.!®

In addition, Hawaii's dependence on imported goods for consumer
consumption has increased to the point where many goods are almost totally
imported, indicating a continuing decline in economic self-sufficiency. It has
been stated that "[o]ne of the strongest indicators” of the "overall trend of
declining self-sufficiency"” is that "those economic activities which have been
identified as having the best growth potential depend on overseas markets
and decisions--tourism, federal expenditures, the film industry, and items for
export fruits, macadamia nuts, flowers, Hawailan apparel, tuna, prawns,
etc.)."t7? Factors which inhibit the growth for overall economic self-
sufficiency include "[t]lhe lack of natural and production resources, a small
focal market that cannot support large-scale, mechanical operations, and a
lack of a large pool of laborers having specialized skills required to produce a
large variety of goods...."!®

In summary, the State's overall economic picture shows a heavy
dependence upon a few industries, primarily tourism and related service
industries. Projected growth in these industries indicates a continuing trend
towards this dependence affecting the types of jobs, personal income, and
lifestyle of HMawaii's people, which will ultimately affect the State's long-term
economic health.

Small Business and its Impact on the Economy

In 1984, on the national level firms with fewer than 100 employees,
accounted for 33 per cent of all jobs, and about 50 per cent of all jobs in the
construction, whoiesale trade, and retail trade were in small firms.*® In
Hawaii, for the same year, firms with fewer than 100 employees accounted for
approximately 66 per cent of all jobs, and constituted 98 per cent of all
business establishments.??

Current data from County Business Patterns, 1985, on Hawaii's business
establishments by employment ciass size indicate that businesses employing
less  than twenty emplovees account for 87.4 per cent of all business
establishments. More than one-half of the business establishments employ one
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to four employees. Businesses employing less than 100 employees account for
98.3 per cent of all business establishments. More than three-fourths of all
business establishments are located in the city and county of Honolulu, The
other three counties were led by Hawaii and Maui, each with approximately 10
per cent, and Kauai with approximately 5 per cent. (See Table 3.)

In 1985, the total annual payrell for all establishments in Hawaii
amounted to §5,223,9850,000, of which, 862 per cent was attributable to
businesses employing less than 100 employees.?! These dollars, to the extent
they are subject to income taxes and which contribute, to a degree, fo excise
taxes, represent an important source of revenue to the State's coffers.

It is significant to note that in each of the six major industry
classifications, 895 per cent or more of the total number of business
establishments in Hawaii for 1984 and 1985 had fewer than 100 employees.
{See Table 4.) However, as indicated in Table 4, from 1984 to 1985 the
services, trade (wholesale and retail), and the construction, manufacturing
and mining industries experienced a slight increase in the number of
establishments, approximately 4 per cent, while the agriculture services,
forestry, and fisheries industries experienced an off-setting decline in
number of establishments of approximately 3 per cent.

Another indicator of business growth is new business formation versus
business failures.?? Most current available data for Hawail indicate new
business incorporations increased 8.1 per cent while business failures
increased an off-setting 9.3 per cent from 1984 to 19885.7%° On the national
level, a 5.3 per cent increase in new business incorporations, and a 9.5 per
cent increase in business failures were registered for the same period.?"
Thus, apparently for Hawail, the generation of new jobs by new small firms
almost offsets losses due to business failures.

in 1984, the distribution of employees in small businesses for all
industries in Hawaii (65.8 per cent) doubled the national figure (33 per
cent}.?® (See Table 5.} In terms of employment growth within smali
businesses, Hawali has experienced nominal increases in the number of
etnployees in businesses with less than 100 employees over a five-year period.
As indicated in Table 5, employment gains were most notable for 13984 and
1985 with an increase of 2.6 per cent and 2.8 per cent, respectively. It is
also interesting to note that the employment distribution and establishment
distribution in businesses with less than 100 employees have remained
refatively constant throughout the five-yvear period, indicating stagnant
growth for that particular establishment size group over a span of five vears.

it is evident that Hawaii's business sector and industries are dominated
by firms empioving less than 100 emplioyees. However, employment growth
within these firms has been nominal, and any increases in the number of
these firms when compared to the total number of business establishments
indicate a static growth pattern from 1980 to 1985, Nevertheless, because of
its dominant role small businesses within the State apparently have a
substantial impact upon the State's economy.



Table 3

NUMBER OF ESTABLISHMENTS BY EMPLOYMENT CLASS SIZE AND
INDUSTRY CLASSIFICATIONS FOR STATE AND COUNTIES--1985

50-99

734

43
615
18
56

160
8
132
4
13
344

38
306

35
250

No. of Number of Establishments by
Estabiish- Employment Size Clags. 1985
menty® 1-4 5-9 16-19 20-48
STATEWIDE TOTAL 25,742 14,058 5,261 3,181 2,084
County: HMawail 2,657 1,567 591 378 181
Honolulu 19,340 16,473 3,818 2,43% 1,840
Kauai 1,209 648 279 152 95
Maui 2,528 1,368 571 309 186
SERVICES 8, 145 4,789 1,705 B42 484
Hawaii 785 468 202 68 27
Honolulu 6, 285 3,701 1,267 654 405
Kauai 349 185 7e 44 132
Maui 729 425 1:l] T4 39
TRADE
{WHOLESALE & RETAIL) 8,531 3,827 2,049 1,405 1,006
WHOLESALE 1,827 843 445 298 192
RETAL 6,704 2,784 1.604 1,106 814
Hawaii
wholesale 168 75 56 22 13
Retail 769 368 189 112 74
Honaluly
wholesale 1.484 632 338 245 183
Reteail 4,134 1,926 1,08% 803 580
Kauai
Wholesale 56 4 12 12 4
Retail 398 167 1068 61 53
Maui
Whotesale 117 53 31 20 i2
Retail 842 323 217 132 97
CONSTRUCTION,
MANUFACTURING, MINING 2,105 1,345 554 384 255
Hawaii 315 203 65 28 14
Hanoluiy 2,014 932 413 314 229
Kauai 134 a3 24 15 8
Maui 231 136 48 27 12
TRANSPCRTATION,
COMMUNICATION, UTILITIES 1,088 4N 208 158 137
Hawatii 07 47 18 19 12
Honotulu 798 351 147 104 e
Kauai 38 21 12 8 10
Maut 124 52 28 26 g
FINANCE, |NSURANCE,
REAL ESTATE 3,152 2,046 536 298 161
Hawaii 253 180 45 23 7
Henolulu 2,483 1,615 4037 245 124
Kauat 122 75 27 1 7
Maui 281 176 61 19 23
AGRICULTURE SERVICES,
FORESTRY, FISHERIES 225 129 57 3 13
Hawaii 25 18 4 1 2
Honolgiu 181 45 42 20 10
Kauai 54 2 & -- -
Maui 31 23 5 2 1
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Establishments with
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22,500 87.4 2,818 1.0
1,336 80.0 644 7.9
7.081 83.0 1,350 15.8
2,283 84 .4 351 13.0
834 167 205 8.8
2,880 91.4 225 7.1
058 93.0 13 6.7
Howgii, CRP-8%-13 {August 1987;.
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Table 4

COMPARISON OF NUMBER OF ESTABLISHMENTS BY EMPLOYMENT SIZE
AND INDUSTRY CLASSIFICATION FOR 1984 AND 1985

Fer Cent of

Per Cent of

Change (%)

‘stablish- Establish~ C
;;;iﬁ &?tn ments with in Number
¥o. of Humber of Establishsments by# Less than No., of Number of £stablisbments by* Less than - of Totai
Estapiishe fmployment Size Class 1984 160 Fatabiishe Employment Size Class 1989 100 Establishments
Prdust ey MENLS -4 GG 10-19  20-49 50-99 [mployees mEnts 14 5-9 10-19 2049 50-99 Employees 1984=1985
STATEMIDE TQTAL 25,093 13,%B8  5,22% 3,187 1,990 709 98.0 25,742 14,058 5,261 3,18t 2,084 734 98.0 2.6
SERVICES 7,869 4,669 1,629 807 55 155 98.0 8, 185 b, 789 1,70% 42 84y 160 98.0 3.5
TRADE . . e
(WHOLESALE & RETAIL)} 8,239 3,896 2,031 1,370 913 333 9%.0 8,531 1,627 2,089 1,405 1,006 344 95.0 B
WHOLESALE 1,766 796 L4y 299 179 35 1,827 843 Yl 299 192 38 3.5
RETALL 6,573 2,700 1,586 1,071 73ih 298 6, ToH 2,786 1,604 1,306 814 306 1.6
COHSTRULT 1ON,
MARUFACTURING,
MINING &,617 1,278 547 351 247 103 G8.0 2,705 1, 345 554 kE-1] 25% 96 91.0 iy
TRANGPORTAT ION,
COMMUN$CATION, X . .
UTHLITIES 1.058 b55 209 151 138 63 9%.0 1,088 y7t 205 158 37 &8 85,0 é.8
FINANGCE, [NSURANCE, )
REAL £8TATE 3,125 1,993 535 320 78 52 98.0 3,182 2,046 536 298 161 2] 98.5 0.9
AGRITULTURL SERVICES
FORESTRY, VISUERYES 23 126 57 29 15 3 99.6 225 129 57 23 13 2 9.6 2.6

Sources: U.S. Depariment of Commerce, Bureau of the Census, County Business Patterns, 1984, Hawaii, CBP B84-13 {Juﬁy 1986},
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R employment class size witl not add up to the total pumber of estsblishments due te the exclusion
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Total
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NUMBER OF ESTABLISHMENTS WITH
LESS THAN 100 EMPLOYEES FROM 1980 to 1985

Estabtishments

Table 5
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Policy Considerations in Developing Small
Business Economic Deveiopment initiatives

QOverview

The Hawaii State Plan provides the overall framework for the long-range
accomplishment of the State's economic development policies and objectives.
From a review of the relevant statutory provisions, sections 226-6, 226-10,
and 226-103, Hawaii Revised Statutes, it is evident that one of the State's
primary objectives is to create new employment opportunities through the
diversification of its economic base. (See Appendix B.) The State's
objectives and policies for economic development form the foundation for
public initiatives designed to achieve the stated objectives.

The long-term achievement of these policies and objectives will require a
comprehensive strategic action plan in which priorities, activities, and
appropriate timetables are delineated. To financially support numerocus broad-
based government initiatives is neither fiscally prudent nor realistic. In an
economy, such as Hawaii's which is dependent upon a few major industries
and which may be extremely vulnerabie to external economic conditions, public
policies for economic development should be fashioned in a manner which wiil
maximize the utility of the State's limited financial resources.

To that end, a significant step was taken by the Legislature during the
1987 Regular Session with the enactment of Act 216, Session Laws of Hawail
1987, requiring the Department of Business and Economic Development (DBED)
to prepare a strategic marketing plan for the promotion, marketing, and
development of targeted areas such as “product promotion and development,
film production, ocean and marine resources, telecommunications and high
technology, international business and development, and any other area
designated by [DBED]."?¢

As noted previously, small businesses in Hawail have a dominant role in
terms of number of employees and number of establishments, in each of the
six major industry classifications. However, because of this dominance it is
difficult or easy, depending upon one's particular point of view, to ascertain
which industry or industries would have the best potential for employment
growth generated by small businesses. It should also be noted that "only a
fraction of small firms {one in seven according to MIT, Brookings, and
University of California reports) accounts for all the job growth by small
businesses”,?’ and approximately "68 per cent’ of new small businesses fail
within their first five years.?2*®

In general, during 1978-1880 it was estimated that small businesses
defined as "all establishments in firms with fewer than 100 employees’
employed 36 per cent of the private labor force and generated 39 per cent of
the net new jobs.?®

Although the number of new jobs created by small business is important,
the paramount considerations for purposes of public policy should focus upon
which businesses create new jobs and what are the types of jobs created.
Generally, large and medium-size firms provide few new jobs while small,
relatively voung firms tend to be the major contributor for generating new
jobs.*®  Ancther writer has suggested that "{tlhe key to assisting job growth

T
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is understanding in precise terms the competitive strengths of a community's
small business firms and designing programs to build on those strengths.”3?!
He classifies small business into two categories--"traded firms" are those that
"trade with customers outside an economy” while "sheltered firms" are those
that “conduct most of their business within an economy” and are
independently owned.?? The competitive strengths of these firms vary
according to their position within the market place, e.g., a start-up traded
firm's success depends upon "serving an existing market segment with a
better (less costly, more valuable) product or to redefining a market segment
through product or marketing innovations.”?® In essence, job growth occurs
when a business expands or creates its market through the development of
new products or product processes, and new or improved services that are in
demand and price competitive. Understandably, the quality of jobs that are
created hinges upon the particular type of business or industry, e.g.,
businesses requiring a specific skill will typically pay higher wages than a
business requiring unskilled workers. Traded firms, with their capacity to
exploit markets outside of their localities apparently tend to create higher
paying jobs than sheltered independent firms which are usually confined to
servicing a limited geographical area.?*

Another public policy consideration is whether long-term economic
development initiatives should be targeted to: (1) existing businesses; (2)
the creation of new businesses; or (3) attract larger businesses to relocate or
establish branch firms within the state. Attracting larger known corporations
to relocate or to establish branch firms in a locality is apparently one of the
quickest methods to boost economic growth. However, quicker does not
necessarily mean better or more effective. Large corporations possess the
financial and managerial resources to redistribute their operations to growing
industries and regions, while curtailing or closing their operations in
declining industries and regions.?® Several studies indicated that tax free
bonds and tax abatement programs have minimal influence on large firms’
location decisions due in part to the reduced advantage of locating to one
state by similar assistance programs in other states, and the program benefits
offered were unimportant compared to other locational factors.?® Further,
"regional differences in costs, such as labor, land, transportation and
financing are small and/or declining, and do not have a dominant effect on
locational decisions.”37

However, the quality of life for corporate managers is important, and
they apparently wish to live in an utopian community, e.g., 'avoid personal
income taxes, crime’, etc., and "to live in physically attractive cities with
good schools and housing, and recreational activities.”®** For Hawaii, a quick
review of its business climate in one report indicated significant strengths in
the quality of life, a strong visitor industry, and a substantial military
presence, while significant weaknesses were identified as high cost of doing
business, unsympathetic government bureaucracy, and an anti-business state
tax system. ?®

Further, one factor affecting the cost of doing business in Hawaii has
been stated as "business costs in Hawail are increased since firms dependent
upon interisland or overseas export/import f{rade must rely on both trucks,
and air or ocean going carriers to transport products and raw materials,
rathar than on the less expensive single mode transportation system that
support firms in most areas on the mainfand.”*® According to the Governor's

12



SHALL BUSINESS AND LTS IMPACT ON THE ECONOMY

Committee on Doing Business in Hawaii, this problem stems from Hawaii's
unique geographic make up of noncontiguous counties "which is aggravated by
the lack of sufficient trade wvolume to warrant increased competition in
interisiand shipping, and by provisions of the Jones Act which require the
use of American-made vessels for shipping goods between ports in the United
States."*! One possible solution to this problem, as suggested by the
Governor's Committee on Doing Business in Hawaii, is to "evaluate the
benefits that would result from Hawaii's exemption from provisions of the
Jones Act...."*? Thus, the Legislature should explore the possibility of
having Hawaii exempted from the applicable provisions of the Jones Act
through Hawaii's congressional delegation.

As noted previously, small businesses in Hawaii have a significant
presence in and impact upon the State's economy. Since small business "is
more responsive to local influences, more willing to adapt to local conditions,
and less likely to migrate to other Jocations” than large firms, it seems
reasonable to target specific small businesses with the potential to generate
new jobs, e.g., existing businesses and start-up businesses for government
economic development incentives.*® However, it should be noted that making
it easier for entrepreneurs to start a business does not necessarily mean it is
going to be easier to succeed. More businesses mean more competition for
capital, emplovees, and customers. The marketplace wili eventuaily determine
the successful and unsuccessful enterprises. Nonetheless, economic
development incentives would open the door for potential entrepreneurs to
compete in the marketplace who might otherwise be shut out.

The development of government economic development incentives for
specific businesses or industries should be at least twofold: the preliminary
assessment of the targeted business or industry, and the feasibility of
various assistance programs that are best suited for the targeted business or
industry. At a minimum, the assessment should review the characteristics
and needs of the targeted business or industry, and the feasibility analysis
should review the cost-effectiveness of the selected assistance programs.®® It
should also be noted that for direct government assistance, e.g., guaranteed
loans or worker-training assistance to be effective in assisting a small
business, other peripheral matters such as cost of compliance, monitoring,
and auditing of the businesses’ use of the assistance, as well as impediments
to achieving maximum benefits of the assistance, e.g., providing seed capital
to start-up businesses without providing technical managerial assistance or
working capital for expansion, should be reviewed in conjunction with the
feasibility analysis. This would avoid piecemeal assistance and assist targeted
businesses or industries achieve long-term growth.

fn  summary, public policy considerations for developing economic
development initiatives for small businesses centers upon a focused approach
which identifies job-generating businesses and evaluating the suitability of
various assistance programs for the targeted business or industry. Priorities
and objectives should be developed to provide the basic framework from which
specific and clearly delineated activities may be designed and implemented
towards the overall achievement of the stated economic development policies
and guidelines of the Hawaii State Plan.
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Chapter 3

BUSINESS INCENTIVES AND SERVICES

The area of government initiated business development incentives is a
broad one and there are many mechanisms or development tools which a state
or local government can use to accomplish particular economic development
objectives.

The following sections discuss business incentives identified by the
Legislature in the two resolutions caliing for this study such as business
incubators, small business development centers, one-stop permitting and
licensing centers, and other business incentives relating to direct and
indirect financial assistance, as well as business development services and
assistance.

I. Business Incubators

Overview

The business incubator is just one economic development tool designed to
assist young small businesses or start-up firms in their developmental stages.
As noted previously, although small businesses generally are the primary
generators of new jobs, studies have found that many new small businesses
fail within their first five to seven vears.' in fact, "about 33 per cent cease
to exist within their first year, over 50 per cent fail in the first two vears of
their existence, and roughly 66 per cent end within five years.”? The most
frequently cited reasons for these failures are the lack of capital and poor
management practices.® The primary objective of the small business incubator
is to reduce the rate of small business failures by easing some of the initial
financial and management hurdles inherent in the critical stages of business
start-up. As stated by one commentator, "[l]like a mother hen, the incubator
helps the new firm to hatch, grow and leave, typically in less than three
vears. The incubator is not a permanent home for the new enterprise which
will eventually secure its own space elsewhere at market rates and make room
for other new start-up firms".*

The term "business incubators” describes a concept for providing the
new small business an environment in which to grow inte a viable and
successful enterprise through management assistance, shared office services,
and affordable rents. Gther ferms associated with this concept are innovation
centers, enterprise centers, and business and technology centers. Many of
the incubator facilities, as these terms suggest, are targeted to assisting
small firms oriented to high technology or innovation. However, incubators
may be targeted to various types of businesses or industries depending upon
the particular needs of a given locality.

According to  Allen, there are four key dimensions of business
incubators:®
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(1)

(2)

(3)

(4)

BUSINESS INCENTIVES AND SERVILES

The environment of incubator organizations which include formal
networks {public and private sector institutions that share an
interest in enterprise development but seldom work together in a
systematic manner) and informal networks {the entrepreneur’s
family, friends, and previous business associates) that may assist
entrepreneurs with strategic business development issues, such as
product development, marketing, early stage capitalization, and
potential key personnel;

Multi-tenant commercial and industrial buildings that are available
for restoration or rehabilitation and adapted for small business
occupancy ait more afferdable rental rates than would otherwise be
available in the regular marketplace;

Management consulting services and business assistance are an
integral part of the business incubator, at least where the
entrepreneur lacks the range of skills and knowledge to operate a
business; and

Shared office services and facilities would lessen the initial capital
expenditures of the entrepreneur for support services and
facilities.

A relatively recent naticnal survey of business incubators found that
most of the incubators were located in a large multi-tenant building with all
or nearly all of the following elements:®

{1} Below market rental rates;

(2} On-site business assistance at low or no cost;

(3) Assistance in obtaining financing;

(4} Shared support services at low or no cost;

{5) Flexible leases;

(6} Flexible space arrangements;

(7) A "graduation policy” reguiring tenant firms toc leave
after a specified period, e.g., three to five vears;

and

{8) Ewplovee training and placement services.

Basically there are three types of organizational affiliations, (1) private,
(2) public/nonprofit, and (3) universities that are appropriate for incubator

facilities.

purposes:

Each of these three types of entities has different though specific

K
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(1) Privately sponsored incubators are primarily interested in “high
economic reward for investment in tenant firms", and "added value
through the development of commercial and industrial real estate”;

(2} Public or nonprofit-sponsored incubators are primarily interested in
"job creation”, and "economic diversification, tax base expansion,
building rehabilitation and reuse, creation of a positive development
image, and securing of income to sustain the organization"; and

{3) University-sponsored  incubators are primarily interested in
providing training opportunities for students and transferring
faculty research findings to the development of new products and
technologies, e.g., biomedical fields, computers, and robotics for
internal or external commercial purposes.

Rapid growth in the number of incubators sprouting across the United
States from approximately 60 facilities in the spring of 1985% to nearly 180 by
November 19867, suggest a trend towards an increased commitment of the
public and private sectors to local economic development in general, and
assisting young small firms in particular. There are at least 26 states with
incubator statutes, proposed legislation, or a program: Alabama, Arkansas,
lllincis, Indiana, lowa, Kansas, Louisiana, Maine, Massachusetts, Michigan,
Minnesota, Mississippi, Missouri, Montana, New Jersey, New York, North
Carolina, North BDakota, Ohio, Okliahoma, OGregon, Pennsylvania, Vermont,
Virginia, West Virginia, and Wisconsin.'® The most intriguing aspect of the
incubator concept is that an incubator can be tailored to fit the particular
needs and resources of a community or locality. Although not all incubator
facilities will succeed, careful planning and efficient management will reduce
the probability of failure.** There are many useful resource publications
available for potential incubator sponsors or developers, covering such topics
as determining the feasibility of an incubator, managing a small business
incubator, etc.??

The following discussion will highlight selected incubator programs
implemented in other states as well as Hawaii's planned Manoa Iinnovation
Center. Appendix C provides a summary of nine state incubator policies
indicating a variety of methods for implementing an incubator program.

Manoa Iinnovation Cenfer. As proposed, the Manoca Innovation Center
{Center) will provide an incubation facility for vyoung, growing, small
technology-based firms, and house the research and development activities of
the Pacific International Center for High Technology Research (PICHTR). A
summary of the findings and conclusions of Pryde, Roberts and Company's
feasibility analysis for the Manoa innovation Cenfer is provided below.!?

{1} The recommended site is a three-acre parcel of land on Woodiawn
Drive in Manoa Valiey, Honolulu adjacent to the Manca Marketplace
Shopping Center. The land would be owned by the University of
Hawaii and leased {3t & nominal fee of $1.00 per year) to the High
Technology Development Corporation (HTDC).!® The physical
structure would be owned by HTDC and ieased to tenant firms.
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(2)

(3)

(4)

(5)

(6)

(7

(8)

BUSINESS INCENTIVES AND SERVICES

The Center would be housed in a newly constructed 42,500 square
foot facitity. The estimated total project cost is $6,960,000, of
which $6,020,000 is earmarked for construction; $450,000 for land,
plans, and design; 8$400,000 for working capital; and $50,000 for
equipment. *®

The market analysis indicated that, from a statistical basis, there
exists reasonable market demand. It is estimated that 118 firms
couid be attracted to the Center over a three-year period. Initial
incubator rents are estimated to average between $1.00 and $1.20
per square foot per month which would include space, some
services, advice, and other amenities. Alse, "anchor tenants”
(paying rental rates above initial incubator rates]), such as possibly
the Research Corporation of the University of Hawaii, will heip
underwrite the project start-up cost.

Management of the Center on a day-to-day basis should be by a
private management firm. Also, if a seed capital fund is formed it
should be owned and managed by a private for-profit entity. The
incubator manager should monitor seed fund capital commitments but
should not be involved in investment decisions.

Entry and exit policies should include careful screening of potential
tenant firms and graduation of tenant firms within three to five
vears. The types of tenants over the initial three-year period
would include software companies, communications {such as cable
and microwave)} firms, University of Hawaii faculty
research/business groups, high-technology support industries,
technology  service firms {e.g., consulting services), and
graduating start-up firms,

Types of tenant space would include office, research and
development or production space, manufacturing or light industrial
space, laboratory space, and storage or temporary distribution
space.

Business related services such as secretarial, word processing, data
processing, accounting, bookkeeping, etc., some of which should be
included in the monthly rentai fees while others should be charged
on a unit cost basis. Business advisory or professional services
should be provided free or for a reasonable fee, depending upon
negotiations with individual service providers.

Financial assistance to be provided to tenant firms shouid include
preparation of conventional loan packages, establishing a seed
capital fund with a desirable initial capitalization of 31 million which
is to be used as "risk capital”, and assistance in arranging venture
capital. (Seed capital and venture capital are discussed in Chapter
3, part B.}

in addition to the Manoa lInnovation Center, the HTDC and Hawaiian
Telephone Company, inc., have recently embarked on a proposal to utilize
approximately 3,600 square feet at Hawaiian Telephone's Kaimuki switching
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center for an incubator or preincubator facility, which would be targeted for
small start-up businesses in the areas of electronics, alternate energy,
software development, and telecommunications. '®

St. Paul's Small Business lncubator.!? The purpose of the incubator
facility is to create jobs in the local community by nurturing the growth of
industries that are likely to remain in S5t. Paul, Minnesota. The incubator
grew out of St. Paul's Homegrown Economy Project which focuses on helping
focal businesses to grow and expand, rather than attempting to attract
businesses from other areas,

in 1983, the city of St. Paul allocated $600,000 (most of which were
federal funds) for a small business incubator facility. A suitable warehouse
building was found in the city's older industrial and warehousing district.
An agreement was reached between the property owner and the city in which
the city agreed to provide $550,000 first mortgage financing to the owner at a
fixed interest rate of nine per cent. in return, the city received a
guarantee to lease one-third of the facility at no cost for at least three years
with a possibility of remaining a total of twelve years.

The city's portion of the facility contains approximately 20,000 sgquare
feet.*® The city, through the St. Paul 503 Development Company, subleases
its portion of the incubator space to tenant firms for a term of two vyears with
an option for an additional year. The rental rates range from $1.40 per
square foot for warehouse/manufacturing space to $2.25 per square foot for
manufacturing space which include small air-conditioned offices. Building
management and maintenance services are contracted out to the property
owner, at a base cost of 70 cents per square fout for these services which is
included in the monthiy rent. Also, an interesting arrangement between the
city and the tenant firms is a covenant in their lease agreement requiring the
tenant to use its best efforts to utilize referrals for employees from the city's
Job Training Partnership Act program.

Tenant selection, in general, is based upon the following criteria:

(1) A start-up or fledgling business with sound management, a good
business plan, and job-generating potential;

{2} The business is locally owned;

{3) The business has potential to create a job base of good quality
jobs;

{4} The diversity and local interdependence that the business offers the
local economy; and

{5) The ability of the business to attract capital from outside its
iocality, i.e., exporting potential.

As of January 1985, the 3t. Paul 503 Development Corporation had
developed eight rental spaces in the incubator. The types of businesses
ranged from a food vending service to a manufacturer of energy efficient
carburators for farge boiler systems. [t is anticipated that the city's portion
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of the incubator will house five to eight businesses during each three-year
incubation cycle in which approximately 40 jobs will be created or maintained.

Since the city's portion of the incubator facility is relatively small and
restricted to house approximately five to eight businesses at one time, shared
services and facilities {e.g., conference room and building maintenance), the
cost of which are included in the rent, are minimal., Further, the $t. Paul
503 Development Company suggests that prospective incubator developers or
sponsors do not try to provide too many services as experience has shown
that many fledgling small businesses are able to obtain clerical and related
services at lower prices than they could provide.

Pennsylvania’s Small Business Incubator Program.!® The Pennsylvania
Smali Business Incubator Act, as amended, authorizes the Ben Frankiin
Partnership Board (Board) to provide grants and loans to establish smali
business incubator facilities.?® The Ben Franklin Partnership is managed by
a 15-member board comprised of representatives from the private sector, small
business, education, labor, and the state legislature. The Board approves ali
grants and loans.??

Under the S3Small Business Incubator Program, grants and loans are
available for up to 50 per cent of the total eligible project cost or $650,000,
whichever is less. The funds may be used for the acquisition and leasing of
land and existing buildings, rehabilitation of buildings, and the purchase of
equipment and furnishings necessary for the creation and operation of the
incubator. Grants of up to $240,000 may be made for establishing business
incubators in designated economically distressed communities. Generally, the
terms of the loan include a maximum loan period of ten years, interest rates
which are determined by the secretary of commerce and may be varied, and
repayment of principal and interest which may be deferred for two vyears.
Security is required but may be subordinated to other public or private
capital. Targeted tenants for the incubator program are recently established
small businesses engaged in manufacturing, proeduct development, research
and development, and professional services to other businesses, e.g.,
nonprofit research and development enterprises and eligible anchor tenants (a
nonretailer with an incubator lease of more than two vyears). Nonprofit
enterprises such as Small Business Development Centers, whose primary
mission is to provide business development services may also be located in an
incubator if they provide a substantial portion of their services to incubator
tenants. Similarly, law and accounting firms may be tenants in an incubator
if they provide pro bono services fo incubator tenanits. Small businesses
engaged in retail, wholesale, and personnei service and nonprofit enterprises
{other than research and development enterprises) are ineligible for tenancy
in an incubator.

in general, a local sponsor ({(an organization including municipalities,
local development authorities, or any private nonprofit or for-profit
organization approved by the Board) submits an application to obtain a grant,
loan, or ican guarantee to establish an incubator facility. The local sponsor,
among other things, must demonstrate either through a formal feasibility
study or market survey that & need exists for the incubator facility. The
focal sponsor must also have a basic package or business development sarvices
{for which a2 user fee may be charged] ncluding security, lanitorial/
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maintenance, furniture, conference room, mail, copier, clerical/receptionist,
access to computer, financial assistance (e.g., Iinsurance counseling and
assistance in preparing applications for commercial and government financing)
and management services such as assistance in preparing business plans and
relocation plans. Upon approval of the application by the Board, a written
agreement is entered between the Board and the local sponsor to establish,
operate, and administer a small business incubator facility.

Further, the local sponsor is required to establish a local advisory
committee to assist the local sponsor in performing its enumerated functions,
such as vreviewing tenant selections and business services provided to
incubator tenants. The composition of the advisory committee may include no
more than six representatives from wvarious fields, such as accounting, legal,
financial, academic, and small business who are not affiliated financially with
the local sponsor or any incubator tenant.

As with most other small business incubator programs, Pennsylvania's
program is designed to assist the establishment of facilities where new start-
up businesses can begin and grow. The incubator facility is a temporary
location for tenant firms. When a business is able to move out of the
incubator and make the space available for new start-ups, additional financial
assistance is available from the Pennsylivania Capital Loan Fund for land,
building construction or renovation, equipment, and working capitatl.

As of February 1987, there were 31 incubator centers operating in
Pennsylvania of which 27 received Ben Franklin Partnership assistance.
Within those 27 incubators there were 220 businesses contributing to a total of
1,608 jobs. Further, 47 businesses have graduated from these incubator
facilities (moved out into regular commercial space) and are responsible for
generating 477 jobs. For fiscal year 1987-1988, the Pennsylvania General
Assembly allocated $4 million for the Small Business Incubator Program.

Ohio's Thomas Edison incubator Program.?? The Edison Incubator
Program is one of three major components of the Thomas Alva Edison
Partnership Program.2® Edison incubators are different from most incubators
in that colleges are active partners and tenant firms have technology based
products or manufacturing methods. in essence, these facilities are
considered “industrial incubators”, i.e., they house manufacturing and
service companies. A majority of incubator tenants are start-up businesses
with less than five employees.

Since 1985, a total of $2.2 miilion has been awarded to six technology-
hased incubators. Grants are awarded on a competitive basis and recipients
are required to match the incubator program grants on an equal basis from
sources other than state government. Program grant funds are used to
support on-going operations and asscciated costs, rather than for the
purchase or construction of an incubator facility. This is intended to secure
private sector funds for the establishment of incubators. Grant amounts have
ranged from $200,000 to $470,000. The six technology-based incubators are
managed by local nonprofit organizations which provide an array of business
services for the particular locality in which the incubator is situated.?* Over
the past three vears, five of these incubatoers housed & total of 71 tenant
firms, of which ten have graduated and five have failed. The Fdison
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Program estimates that approximately 600 individuals are employed by tenant
and graduate firms, representing a growth of nearly 400 jobs.

in addition to the aforementioned funding requirements, each proposed
incubator must do the following:

(1) Demonstrate how its activities will heilp in the creation of jobs in
the state through the start-up, retention, expansion, and attraction
of technology-based businesses;

{2) Provide a strategic plan: (A) which addresses the concerns of the
region or locality in which the incubator proposes to locate; (B} to
demonstrate a strong private sector participation, and that the
incubator’'s focus is on technology-based businesses; (C) which
demonstrates involvement of one or more educational institutions;
and (D} which demonstrates a commitment of matching funds from
nonstate sources in an amount at feast equal to the state funds
provided;

(3) Provide various services designed to improve the survival rate of
incubator tenants which include space (e.g., manufacturing and
assembly areas, laboratories, and sales and marketing offices},
support services, and interaction with other similar businesses
outside of the incubator which have experience and access to seed
capital networks; and

(4) Provide a three-year operational plan to include policies for tenant
selection, evaluation, graduation, a detailed description of the types
of services that will be provided to tenant firms on a fee basis or
free of charge, and a timetable indicating expected program
accomplishments.

From the preceding discussion, it is evident that state and local
governments may structure incubator programs in a manner most appropriate
to accomplishing their stated economic development objectives. This flexibility
should aillow for greater latitude in the allocation of Ilimited government
financial resources for economic development incentives. Further, the
flexibility to adapt the incubator concept to various economic development
strategies, such as revitalization of economically distressed localities, or
spurring high technology innovation, is a definite incentive for state and local
governments te establish and implement incubator programs.

For example, in 1985 the China Trade Center (Center} which is located
in Boston's Chinatown was developed in response to a pressing need for more
storefront space due to increased population growth within that area. As
originally planned, the Center was designed to provide retail and office space
to approximately 50 small businesses at rental rates one-half of market
rates.?® The Center presently houses a total of 17 businesses which includes
restaurants, retail stores, convenience stores, and a travel agency that are
responsible for 300 jobs.?® The Bay Group, which is a real estate
development firm, presently manages the Center at an average operating cost
of $9.50 per square foot and tenants’ rental rates average $15.00 per square
foot with & maximum lease period of five years.?’ According to the Bay
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Group, the Center was constructed at a cost of $12 million which was financed
by the federal, state and city governments, and private sector investment.

The Science Park (Park) incubator, New Haven, Connecticut, {ocated
within a state-designated enterprise zone, opened in 1983 as a joint venture
between Yale University, the state, the city, and the Olin Corporation. ?®
The Park, which is owned and managed by the nonprofit Science Park
Development Association offers tenants (light industrial, office, and high
technology businesses) clerical, administrative support services, accounting,
and legal services on a fee for service basis, as well as business management
assistance services from Yale University Business School. Since the Park is
located within an enterprise zone the $10 million project cost included the
rehabilitation of a 60,000 square foot abandoned factory buiiding and the
construction of a new 60,000 square foot building. There are, however,
advantages of being located within an enterprise zone such as property and
state business fax incentives. Currently, Science Park has 100 tenant firms,
of which 60 per cent are high-technology firms and 40 per cent are service
companies, which employ 1,000 individuals of which 250 are minorities and 100
are residents of the surrounding neighborhood. 2?

Ancother notable adaptation of the incubsator concept is the franchise
arrangement from Control Data Corporation, known as the Business and
Technology Centers (BTCs).?® The franchise is sold to local governments or
private developers. Basic services provided by Control Data include a
community assessment which involves site visits by Control Data staff to
review local financial and business management assistance, and a real estate
analysis of two BTC appropriate sites. The franchisee also receives a
management program for property management, service design, marketing
strategies for space and service, and staff training. On-site consultation
services for building renovation or construction, and training for the center
manager and staff are included in the basic franchise fee of $50,000.
Additional fees include $23,000 to $50,000 for the community assessment and
an annual Control Data support fee of $15,000.

Once the BTC is established, services provided to tenants include a
receptionist, answering service, copying, secretarial services, conference
rooms, and consulting services on a fee basis, as well as other amenities
included in the basic rent, e.g., security and custodial services. Most of
the BTCs rent office and manufacturing space on a unit basis rather than a
square foot basis. As of 1984, there were 15 BTCs operating in the United
States. Government or public franchises include Indiana, {{linois, Colorado,
Minnesota, and South Carclina.

At least cne state, Montana, has recently adapted the incubator concept
for agricultural businesses.®' The Agriculture Business Incubator Program
was established as part of an overall strategy to strengthen and diversify
Montana's agricultural industry. Under the Program, incubators must be
self-financing business development entities providing services such as
training, management consultation, accounting, and office space to eligible
agricultural businesses, e.g., marketing cooperatives and associations. An
agricultural business incubator account was established in the state special
revenue fund from which the Agriculture Development Council may invest not
more than $100,000 in any one incubator.?? investments may be made only in
incubators lfocated in different geographic areas and in ocalities with a
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population of 15,000 or less. The municipality or community in which the
incubator is located must provide funding or contributions (land, building, or
professional services} of wvalue at least three times the amount of state
investment.

In summary, the incubator concept is a valuable tool for government
economic development initiatives. fts structural flexibility as well as the
shared services, facilities, and ideas provide an environment conducive fto
nurturing the growth of targeted small businesses, especially during their
initial stages ¢f development. An incubator program should address and fit
the particular economic development needs of a community or locality, such as
business development or agricultural development, and require private sector
commitment in the funding and operation of an incubator facility.

I1. Capital Formation??
A. Venture Capital

Small businesses, particularly new business start-ups, find it difficult to
secure venture capital for financing in their early stages. The reasons for
this are many and varied. Some of the reasons are that:

(1) The "high cost of entry and inherent failure rate of small
businesses makes investment in  this sector unattractive 1o
traditionally risk averse capital markets™;?*

(2} Relatively few venture capitalists are willing to invest in early stage
financing opportunities;**® and

(3) A majority of venture capital investments are continuing to be
made in familiar high growth, high technology areas.?*®

The major sources of financing for average new small businesses are "owner's
savings, funds from friends and relatives, and loans from commercial
banks".?7

Although there is no uniform definition of "venture capital” or 'risk
capital’ it may be defined "as the provision of early-stage financing for
growth and developing companies, and typically involves taking an ownership
interest in a business in the form of a direct purchase of stock {preferred or
common), or through warrants, put and call options, and/or convertible
subordinated debenture securities.”*® There are at least four stages of
business growth that are appropriate for venture capital financing:?®°®

{1y Seed capital phase-~Typically perceived to be more risky. The
entrepreneur has developed a new process, service or product.
Typically no formal organizational styucture is in place. Very
few venture capitalists participate at this research and
development (R&D) level;

(23 Start-up phase~-The company is plamnning to crganize or has been
organized for a short time and is heginning to produce and sell
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its products or services. It may or may not be profitable and
needs additional capital to continue its growth;

(3} Expansion phase--The company is still small but has a favorable
operating history. Financing is needed to increase plant
capacity and/or working capital due to growing sales; and

{4) Buy out phase--Financing is needed to make an acquisition of a
company or to ligquidate the venture capitalist's position.

Venture capitalists, generally, are not interested in the seed capital
phase. Although venture capitalists will finance start-up situations, they
"are most interested in small businesses which have been in business two to
four years or more, whose revenues fall somewhere between $2 million and $10
million and whose capitalization (paid in capital and retained earnings) is
somewhere near $1 million."*?®

in Hawaii, there are at jeast two small business investment companies
{SBICs)--Pacific Venture Capital, Ltd., and Bancorp Hawaii Small Business
investment Company, Inc. (Bancorp SBIC). Both are independent private
entities providing long-term loans and equity financing {taking a minority
interest) to eligible smaill businesses, and are licensed and regulated by the
United States Small Business Administration, under the Small Business
Investment Act.*! According to materials from both companies, investments
may be made in the form of secured long-term loans (for Pacific Venture
Capital, Ltd., secured or unsecured long-term loans) and equity capital for
expansion financing, leveraged buy-outs (e.g., to acquire all or part of an
existing company), and consolidation of debt obligations or turnaround
financing for businesses experiencing financial difficulties due to inadequate
capitalization. Start-up financing is available but is subject to very strict
underwriting standards.*? The amount of investment in any one transaction
may be 850,000 to 3%400,000 from Bancorp SBIC, or $50,000 to $200,000 from
Pacific Venture Capital. Both may also lead or participate in raising capital
for larger amounts.

In 1981 a state venture capital information center was to be established
within the Department of Business and Economic Development (DBED)
{formerly Department of Planning and Economic Development) to "provide for
the development and exploitation of inventions and new products...and to
facilitate the bringing together of investors and developers of new products
seeking financing."*® Currently, the Small Business Information Service
(SBIS} within the DBED provides a referral service for persons seeking
venture capital financing, to approximately ten wventure capital entities.**
The applicant’'s business package is forwarded by the SBIS to venture
capitalists who will then contact the applicant if they are interested in the
project; however, apparently there is no assurance for confidentiality of the
information submitted by the applicant to the venture capitalists.*® During
the past year no business packages have been submitted to the SBIS,
although there were approximately five inquiries.®*®

As noted previously, new small businesses lack access to venture

capital, especially seed capital, due to the market imperfection. To assist
those entrepreneurs in gaining access to venture capital at least 285 states
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have initiated 45 venture capital programs using one or more of the following
five approaches {see Appendix D for a brief description of the 45 venture
capital programs):*7

{1} Creation of a public sector fund;
(2) Creation of a state initiated private fund;

(3) Enactment of tax incentives to induce private sector investments in
a venture capital fund;

{4} Utilization of a quasi-public entity o operate a program; and

{5) Utilization of public pension fund investments.

1. Challenge Grant Seed Capital Program*?®

in Pennsylvania, seed capital funds of up to $250,000 are availabie for
investment in an eligible small business, which include advanced technology or
computer-related ventures, international export-related services, and
international export mercantile ventures. The Ben Franklin Partnership
Board (Board) administers the Challenge Grant Seed Capital Fund Program.
This program is unique in that it provides challenge grant funds to help
establish seed capital funds from which equity financing investments may be
made to mnew businesses, including firms in small business incubators, for
early-stage financing. Advanced technology centers or other organizations
approved by the Board may apply for the challenge grants. Applicants must
demonstrate a 3:1 private investment ratio to the challenge grant funds and a
total of at least $3 million committed to the proposed seed capital fund, or a
1:1 private investment ratio to the challenge grant funds, a minimum total of
$1.5 million committed to the proposed seed fund, and a 3:1 ratio of private
investment commitmenis to challenge grant funds for any one business
project.*® Small businesses located in the state except businesses of a
general mercantile or services-related nature are eligible for investment by
the seed capital funds. As of April 1987, the program has helped to
establish five privately managed seed capital funds. The state's $4.5 million
appropriation has been matched by $27 million in private funds.

2. Michigan's Seed Capital Progam®®

Michigan has also used the creation of a public sector fund approach to
provide venture capital for new businesses in their earliest stages of
development. The seed capital program, which is administered by the state's
Michigan Strategic Fund (MSF), is designed to create a seed capital industry
to make equity investments in new businesses which have the potential for
rapid growth by catalyzing the formation of four private seed capital funds.

As of January 1987, the MSF Board had committed to loan a total of $8
million, $2 miilion to each of the four private seed capital funds.®! Under
the program, each seed capital fund is required to raise a minimum of $1
million in private equity commitments [{limited partnership interests). The
MSF is 1o provide 32 million in ponrecourse loans with an interest cap of nine
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per cent for a maximum term of ten vears. Seed capital fund investments are
subject to the following requirements:

(1) Types of permissible use of investment funds include preparing a
business plan, initial market analysis, assembling a management
team, and developing a working prototype;

{2) The portfolic company ({(company in which seed capital funds are
invested) must be a new business with no prior sales, or an
existing business with some sales but which is planning to change
its business or product line significantly;

{3) There have been no prior investments in the portfoiio company by
professional or institutional investors, unless another seed capital
fund has previously invested in the portfolic company into which
the seed capital fund seeks to co-invest;

(4) The seed capital fund is the initial lead investor in the portfolio
company in which traditional venture capital entities in the state
would not normally invest, in view of the company's stage of
development;

{5) The portfolioc company is located or intends to locate in the state,
and will have the potential to become a rapidly growing company
with a long-term presence in the state; and

{(6) The seed capital fund shall not invest in any one portfolio company
more than 20 per cent of its total original capital {MSF funds and
private funds).

Distribution of earnings by the seed capital fund to its limited
partnerships is prohibited unless a payment of accrued interest, or principal,
or both, is made to the MSF on & pro rata basis, e.qg., if the limited
partnership interests equals $1 million and the MSF loan amount is $2 million,
the pro rata amount paid to the MSF is twice the amount of distributions to
the {imited partnerships. After the MSF has received a total of %2 million in
interest and principal, and the limited and general partners have recovered
through distributions amounts equal to their committed capital centributions,
the general partners are entitied to receive up to 20 per cent of the combined
amounts of distributions to the limited and general partners and payments to
the MSF.

3. Marvyland Equity Participation Investment Program?®?

The Equity Participation Investment Program (EPIP)  which s
administered by the Maryland Small Business Development Financing Authority
(Authority), is designed to encourage and assist the creation and development
of franchises in the state by socially or economically disadvantaged persons.
Under the program, the Authority is authorized to provide up to $100,000 in
equity financing to any one franchise and acquire no more than a 45 per cent
interest in the franchise. Funding for the program is through the EPIP
which is a nonlapsing, revelving fund. The Authority receives its return on
investments in the form of rovallies from the franchises or interesi pavments

26



BUSINESS INCENTIVES AND SERVICES

if a debt security is used. All investment earnings are deposited into the
EPIP Fund.

The Authority may use the moneys in the EPIP Fund for the following
purposes:

(1) The purchase of qualified securities (e.g., any note, bond,
debenture, stock, investment contract, etc.] issued by the
franchise;

{2} To provide guarantees of investment to expand the capital resources
of qualified franchises;

(3) For the purchase of advisory services and technical assistance
necessary to carry out the purposes of the program;

{4) For the purchase of any securities that may be a lawful investment
for a fiduciary of the state; and

{3} To provide any financial assistance provided under the program
including investment or guaranty of investment in an eligible
business enterprise.

Additional requirements under the EPIP include: (1) the Authority’s
determination that there is a reasonable probability that it will recover its
initial investment and an adequate return on its investment within five vears;
(2) the Authority's recovery on its investment will be the current value of
the percentage of the equity investment in the businesses (e.g., if the
businesses’ current value equals $500,000 and the Authority's equity
investment in the business is 45 per cent, then the Authority’s recovery is 45
per cent of $300,000}, or the amcunt of the initial investment, whichever is
greater; and (3) no more than $1 million may be invested for any 12-month
period,

4. Connecticut Product Development Corporation (CPDC)®?

The CPDC is a quasi-public organization chartered by the state
fegislature in 1972, It is 2 not-for-profit corporation, and its directors are
appointed by the governor. The CPDC was created to assist established
innovative, entreprencurial businesses with the <cost of new product
development,

in providing risk capital for the development of new products or
processes, the CPDC is unique in that it is neither a loan nor a grant type
of program. The CPDC may reimburse up to 60 per cent of the client
company’'s allowable documented expenditures on a regular basis, which
typically include the cost of labor, materials and supplies, required testing
and approval procedures, patent applications, and special tools except capital
equipment. The CPDC does not take an eqguity or management position in a
client company. The CPDC's return of its investment is derived from a
royalty {generally 5 per cent} based on the sale of the CPDC assisted
product. Rovalty payments to the CPDC continue until a multiple of its
investment has been returned depending upon the length of the payback
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period (e.g., if the payback period is five years, the investment multiple
then equals two and one-half times the amount of the investment which, once
reached, results in a T per cent royalty reduction for an additional five
years).

The CPDC carefully scrutinizes an applicant company's business plan.
Key evaluation criteria for project approval and the amount to be invested
include:

(1) The feasibility of successful product development;

{2} The experience of key personnel is evaluated to predict the
company's ability to complete product development, and successfully
produce and sefl the product;

(3) The market demand or availability of the new product at its
projected seliing price, with a predicted product life long enough to
ensure a suitable return on investment;

(4) The projected number of new jobs must correspond to the amount of
money sought from the CPDC. New jobs created are required to
remain in the state; and

{3) A demonstrated favorable financial history and cash flow as well as
potential sources of additional capital.

As of February 1985, a total of $13.1 million had been committed to the
CPDC and $8.9 million had been disbursed to 63 ciient businesses which
created 803 new jobs at a cost of approximately $10,000 per job.3®*

Further, once the new product is developed and ready for
commercialization, businesses requiring working capital (e.g., funds for
operating expenses, purchasing inventory, and receivables financing) may
apply for a loan ranging from $40,000 to 3%200,000 from the Connecticut
Innovation Development Loan Fund (CID}. The CID was established within
the CPDC to provide working capital for businesses with new products and
processes ready for manufacture, promotion, and sale. The CiD requires a
1:17 match of private or other public agency funds to CID funds, The
maximum ferm of the loan is six years with negotiated interest rates generally
befow the then prevailing prime rate.

5. GQGther Programs

At jeast two states have either enacted or have considered legislation
creating a local or county seed capital pool to attract private funds through
tax ingentives to raise venture capital for business development. Kansas has
recently enacted enabling legislation (Senate Bill 69-1987) for the certification
of local seed capital pools and providing income tax credits for investors in
these pools.®® The state secretary of commerce is authorized to adopt rules
for the certification of local seed capital pools. A local seed capital pool is
defined {under Senate Bill 69-1987) as "money invested in a fund established
to provide funding for use by small businesses for any one or more of the
following purposes: {A) development of & prototvpe product or process; {B)
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a marketing study to determine the feasibility of a new product or process;
or {C) a business pian for the development and production of a new product
or process.  An applicant {a venture capital company) seeking to be
certified as a local seed capital pool must indicate, among other things, that
its purpose is to encourage and assist in the creation of businesses in Kansas
and to provide maximum opportunities for the employment of its citizens by
making seed capital available to Kansas businesses. Further, the applicant
must have an initial capitalization of at least $200,000.

A state income tax credit in an amount equal to 25 per cent of a
taxpayer's cash investment is allowed for the taxable year in which the
investment was made in a local seed capital pool, and for subsequent taxable
vears until the total amount of the credit is used.®® The allowable deduction
of the tax credit for any one taxable year, however, is limited to 25 per cent
of the total amount of the tax credit {e.g., if the cash investment is
$100,000, then the total amount of the tax credit equals $25,000 of which 25
per cent is deductible for any one taxable vyear). However, before any tax
credit is allowed for cash investments in a local seed capital pool the following
conditions must be satisfied: (1) there is $200,000 or more of private cash
investments in the local seed capital pool; {(2) funds necessary to administer
and operate the pool are from sources other than the private and public cash
investments; and (3) funds invested by the pool be invested only in Kansas
businesses.®’

Fach local seed capital pool fund is subject to an annual review by the
department of commerce. The secretary of commerce is to report annually to
the governor and the legisiature the accomplishments of the certified seed
capital pool funds, e.g., the total tax credits generated, total investments in
Kansas businesses made by the pool funds, an estimate of jobs created or
preserved under the program, and an estimate of the multiplier effect of the
program on the state's economy.

In the state of Washington, the state legislature considered but did not
enact fegislation that would enable a county to create a seed capital fund from
which it could provide loans or equity participation to finance new enterprises
or to assist in the development of new products.®® The county seed capital
fund would purchase qualified securities of eligibie enterprises (small
businesses with less than 30 employees primarily located and operated in the
county, and engaged or proposing to engage in research and development,
commercial product development, or in the production of goods and services
having a high potential for export). No more than 45 per cent of the seed
capital fund’'s stated capital could be invested in any one eligible enterprise.
Real estate investments were not permitied.

The funding mechanism for the Washington seed capital fund is unique.
The seed capital fund would be financed through donations by consumers of
public utilities (e.g., water distribution and sewerage collection services).
Donations could be up to $5 per month. A utility may charge a fee of up to
three per cent of the total funds collected to defray the cost in collection and
processing the donations. The county seed capital fund would be governed
by a seven-member board of directors, appointed by the county legisiative
authority. The county legislative authority would provide, by ordinance,
procedures for the implementation and administration of the seed capgital fund,
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Another notable financial assistance program is the Loan Loss Reserve
Program {California) “designed to encourage banks to make the moderately
risky loans that they make under the SBA loan gurantee program, but at a
fraction of the public cost.”®*® The program is also designed to complement
the SBA loan guarantee program by authorizing banks to make loans to small-
and medium-size businesses in which the borrower and the lender negotiate a
loss reserve rate (minimum of 2 per cent and maximum of 5 per cent), and
the lender and borrower each contribute one-third to the loss reserve. The
state government would also contribute another one-third to the loss reserve.
This resuls in a loss reserve at a 6 per cent minimum and 15 per cent
maximum for each loan.

A participating bank deveiops its own loss reserve fund and may only
tap into the fund if it has experienced losses in the loan portfolio. For
example, "if over a few vyears a bank were to develop a $100 million portfolio
of loans and on an average had used a 3 per cent fee from each of the three
parties [borrower, lender, and state government], the reserve would be $3
million. The bank couid sustain a 9 per cent loss rate and still not have
losses exceeding the amount in the reserve.”®?

The described benefits of this program to all three parties include the
following: 51

(1) The bank receives “a modest loss reserve subsidy from the
government”, it may charge sufficient interest and points to cover
its contribution for the period of the loan as well as a one-time fee
to cover its expenses, and flexibility in the terms and types of
loans to be made, e.g., revoiving lines of credit and loan
refinancing;

{2) The borrower gains access to capital that otherwise might not be
available without the program. Although interest rates are slightly
higher than the SBA guarantee loans {e.g., additional one per cent
annual interest), the "elimination of additional paperwork and delays
can more than offset the additional cost.”

{3} The government benefits indirectly through the "additional flow of
investment capital, which tends to encourage job growth, productive
expansion, and efficiency at a cost that is approximately one-third
the cost of similarly targeted SBA programs.” The Program also
limits government administrative responsibility by allowing the bank
to register the loan within ten days after the loan is made. The
bank is required to submit a one-page report indicating “the name
of the borrower, amount of the loan, reserve fees, and expected
employment Impact.”

In an attempt to provide banks an incentive to increase their lending to
small businesses, the city of Louisville, Kentucky, has embarked on a new
concept in which the "city will use $5 million of its municipal investment
portfolic to buy new small business foans to be made by local banks and
guaranteed by the Small Business Administration”.®? To participate in the
program (which offers fower fixed interest rates than conventional commercial
fenders) "the business must be located in Louisville and it must create or
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retain at least one job for every 820,000 of the lean amount. The maximum
amount of each loan will be $500,000".8%°

in an effort to Improve Maine's small business climate, "28 Maine banks
have agreed to commit $38 milllion for small business expansion financing."%*
The Maine Bank Participation Program within the State Development Office
{SDO} provides long-term loans, e.g., fifteen- to twenty-year loans on real
esftate and seven- and ten-year iocans on machinery and equipment, to
businesses desiring to expand their operations.®® The SDO is responsible for
"marketing the program, pre-screening the applicants, and, when necessary,
packaging the low interest public loans to supplement the private funds. %®

The State of North Dakota has implemented several economic development
incentives designed to provide investment capital for the establishment,
expansion, and rehabilitation of businesses in the state. A public corporation
known as the "Myron G. Nelson Fund, Inc.”, was recently established to
organize and manage an investment fund capitalized through the sale of the
corporation’'s shares to the State Bank of North Dakota and other public and
private investors.®’? initial capitalization of the Fund will be through the
purchase of the Fund's shares by the Bank of North Dakota. The Bank of
North Dakota may thereafter annually invest in the Fund as determined by
the industrial commission with due consideration to the level of private
investments in the Fund (e.g., to attempt to match the private investment on
a 1:1 basis). The board of directors is elected by the shareholders pursuant
to the Fund's bylaws, however, representation on the board must include the
economic development commission, investors, and the business sectors of the
state’'s economy. The management of the Fund's investment funds is required
to be contracted out by the board of directors to a professional venture
capital investor. The investment policy of the Fund includes a preference for
in-state businesses, and an investment In any one entity may not exceed a
maximum of 40 per cent of the entity's capital.

Further, income tax credits are allowed for investment in the Fund by
banks, savings and loan associations, and insurance companies, as weill as for
individual taxpayers, For banks, savings and loan associations, and
insurance companies, a tax credit equal to 25 per cent of the amount invested
in the Fund is allowed against the applicable tax liability (e.g., premium tax
on insurance companies, privilege tax on banks and savings and loan
associations) if any.®® However, a tax credit of up to 25 per cent of the
total amount of the tax credits is allowed for any one taxable vear, provided
it does not exceed 25 per cent of the taxpayer's total tax liability for that
year.®? Individual taxpayers may take advantage of a state income tax credit
which is simifar to that of banks, etc.”® These tax credits are aliowable only
on the first $5 million of total investment in the Fund.’!?

B. Public Pension Funds

Another source of funds for providing venture capital to small
businesses is the use of state public pension funds. In 1984, there were a
total of over 3300 billion of state and local public pension fund assets, of
which approximately 3600 million or less than one-half of cne per cent, was
invested in venture capital investments.’? Social investment of public pension
funds may be made through either cne or more of the foliowing vehicles: (1)
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promotion of state economic development through venture capital entities; (2)
promoting home ownership by providing mortgage funds; and (3) divestment
of funds in firms doing business in South Africa (protesting apartheid}.’?
By 1984, at least twenty-five states had passed legislation or liberalized the
pension fund investment criteria for venture or small business investment.”*
(Appendix E describes the changes in public pension fund investment
restrictions.)} Further, by 1983, at least seven states--Colorado, lllinois,
Michigan, New York, Ohio, Oregon, and Washington had made public pension
fund investments in venture capital projects.”®

In Michigan, the state treasurer is authorized by law to invest up to
five per cent of the state retirement systems assets 'in qualified small
business or venture capital firms on an equity, debt, or warrant basis.”"’®
investments are made by the staff of the Venture Capital Division, Michigan
Department of Treasury, in "well-managed, high-growth, high-technology
companies which yield a better than average return’ on its investment.’’” As
of 1985, the Venture Capital Division had invested $112.8 million, of which
approximately $35.8 million was invested in high-technology oriented business,
and the other $77 million was invested in nine venture capital funds."?#®

in Ohio, the Public Employees Retirement System (PERS) is authorized
by law to invest up to 5 per cent of its assets in equity investments in
venture capital limited partnerships firms; provided that: (1) the firms are
headquartered in the state; (2) 50 per cent of the firm's employees and
assets are located in the state; and (3) direct investment is made in Chio
based corporations which have not less than 30 per cent of their assets or
employees in the state.”® As of 1984, the PERS had invested directly in four
venture financing transactions and one leveraged buyout for a total of $57
mitlion. .. [and] committed $10 million to two venture capital limited
partnerships."®® The direct investments in businesses are made by the PERS
staff and the venture capital limited partnership investments are privately
managed by professional venture capital companies: the PERS expects a
return of five times on its investment within a five-vear period.®?

Although public pension funds appear to be an attractive source of
funds to increase venture capital investments, particularly in high-growth and
high-technology oriented businesses, investments by the administrators of
these funds may be restricted depending upon the type of standard imposed,
i.e., legal list or prudent person. A legal list is usually a list of permissible
investments that are specified by statute or government peolicy. The prudent
person standard is established by statute or common law. Generally, the
prudent person standard has three major requirements:®?

{1} A "duty to maximize the return on the investments within an
acceptable margin of safety”;

{2y T"[Dliversify the fund's investments to minimize the risk of
investments while increasing the return on investments”; and

(3) To "act solely in the interests of the participants [of the fund] and
[their] beneficiaries”.
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in Hawail, investments by the Employees' Retirement System of the State
of Hawaii {ERS) are governed by section 88-119, Hawaii Revised Statutes,
which appears to be a combination of a legal list and the prudent person
standard. The statute enumerates specific permissible investments (e.g.,
various real estate Jfoans and mortgages, government and corporate
obligations), and uses the prudent person standard for investments in
interests in improved or productive real property, and commodity securities
traded under the federal Commodity Exchange Act, covered put and call
options on securities traded on one or wmore exchanges, and stock.®?
Further, section 88-119(4) allows investment in shares of preferred or common
stock of "any corporation created or existing under the laws of the United
States or of any state or district”. . . provided that the book value of the total
investment in such stock shall at no time exceed forty per cent of the total
book value of investments in the system.”

Although section 88-119 does not clearly specify venture capital types of
investments, and assuming for the sake of argument, that the ERS could make
equity investments either directly (e.g. purchase of a company’s stock) or
indirectly (e.g., investment in venture capital limited partnerships), the
trustees’ fiduciary duty to act in the best interest of the system's members
and beneficiaries may be compromised,®® particularly for investments in
companies that are in the seed capital and start-up phases of development.
These types of investments, as noted previously, are considered too risky for
commercial lending institutions and unattractive to traditional wventure
capitalist. Further, public pension fund managers (frustees) may not possess
the necessary expertise to identify and evaluate venture capital opportunities,

in addressing this particular situation, other states such as Michigan,
Ohio, Oregon, and Colorado have undertaken "passive investments in the form
of limited partnerships with other venture capital funds."*® Under this type
of arrangement, according to Bettger, supra (see footnote 36 for cite to the
article), the public pension fund or designated state authority (e.g., state
treasury) is a limited partner in a pool of limited partners with an
experienced generai partner or general manager. The limited partners
provide the capital and the general partner or general manager {(who may or
may not contribute any capital) manages for a fee the investment portfolio.
The public pension fund would not be an owner or manager of the venture,

but would share the risk of any loss.®*® [t has been stated that
"professionally managed venture capital limited partnership is the most
reasonable model for public pension involvement” in  venture capital

investments.®’

in Hawaii, the Legislature during the 1985 and 1986 regular sessions
considered but did not enact any of the eight proposals which would have
allowed the ERS to pool some of its funds with other investors for investment
in venture capital investment businesses. ®% For example, one proposal
allowed ERS funds to be invested in venture capital investment businesses
through participation in limited partnerships and corporations, provided there
are at least four unrelated owners in the investment, the ERS's interest and
liability is limited to that of a limited partner, the ERS's participation is
timited to one per cent of the total investment, and the investment will
increase employment or capital investment in the State.®* To date, the ERS
has approximately $3 billion in total assets *7
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in summary, the use of public pension funds for purposes of economic
development, particularly for venture capital investment in small businesses is
an attractive but not necessarily a conservative public pension fund type of
investment. [f the Legislature determines that public pension funds should
be used for providing venture capital invesitments in businesses which have
the potential for generating quality jobs and diversifying the economy, then
section 88-119 should be amended to allow ERS funds to be pocled with other
investors in a professionally managed venture capital limited partnership or
corporation. The aggregate amount of ERS funds that may be invested
should not exceed one per cent of the total amount of assets in the ERS
(using the current $3 billion in total assets, one per cent of that figure
equals $30 million), which is a2 more conservative figure than that authorized
in Michigan and Ohio.

C. Leoan Programs
1. Federal Assistance Programs

The Small Business Administration (SBA) was created by Congress in
1953,°Y to "aid, counsel, assist, and protect, insofar as possible, the
interests of small business concerns...."?® To carry out its mission the
SBA, over the vyears, has implemented various programs and services. For
purposes of this section, only the major loan programs providing direct
assistance to small businesses are discussed beiow.

Generally, the SBA defines a small business as one which s
"independently owned and operated and which is not dominant in its field of
operation."?*  Eligibility for SBA financial assistance, and other assistance,
such as the Minority Smaill Business and Capital Ownership Development
Assistance programs, and federal government contract procurement is
determined in accordance with established size standards (number of
employees or annual receipts) for a particular industry.®* For example, a
business engaged in fresh or frozen packaged fish and seafoods with 500 or
fewer employees and not dominant in its field of operation may be eligible for
SBA financial assistance, e.g., direct loans or guaranty loans.

The SBA, through its Honolulu District Office, provides two basic types
of business loans, guaranty or direct loans. General eligibility requirements
for SBA loan assistance, in addition to size standard eligibility, include that a
business be operated for profit and the applicant first seek financing from a
jending institution. Under federal law, businesses engaged in the creation or
distribution of ideas or opinions such as newspapers, magazines, and academic
schools, and businesses engaged in speculation or investment rental real
estate are ineligible for loan assistance.

Financial assistance to eligible smail businesses may be used "for plant
acquisition, construction, conversion, or expansion, including the acquisition
of land, materials, supplies, equipment and working capital....”?®* The terms
of a loan, with a maximum of 25 years, varies according to the purpose of the
loan, e.g., working capital loans generally are for five to seven years and
longer terms are generaily for financing fixed assets such as acquisition or
major renovation of a physical plant.  interest rates for the guaranty loan
program are negotiated between the lender and borrower, subject to SBA
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guidelines, For the direct loan program, interest rates are calculated
quarierly based on the cost to the federal government.

According to SBA materials, a guaranty locan involves the small business
applicant, the lender {usually a bank), and the SBA. A two-tier review
process is used for the loan application. First, the lender makes the initial
review of the loan application. Second, if the application is approved by the
lender, it is then forwarded to the SBA for its independent review. If the
SBA concurs with the lender's recommendation to approve the Iloan
application, the lender closes the locan and disburses the funds to the
applicant. The SBA may guarantee up to 90 per cent of the loan amount, on
loans up to $155,000, and on loans exceeding $155,000 the maximum guaranty
is 85 per cent or $500,000, whichever is less.?®

In brief, a typical guaranty loan business profile is an existing company
(e.g., scle proprieter, "mom and pop’ store), which has been in business for
at least three vyears, and is seeking a loan of $80,000 to $100,000 for
expansion.?’ For a start-up business, the SBA carefully reviews the
management ability of the owner, and requires that the owner provide some of
the up-front capitat.®®

According to SBA materials, a direct loan is available only to applicants

unable to secure a guaranty loan. However, loan funds are presentiy only
available for certain types of borrowers, e.g., Viet Nam era veterans,
disabled veterans, and handicapped individuals. Direct loans have an

administrative limit of $7150,000.

According to data provided by the SBA Honolulu district office, for
Hawaii during fiscal vears 1382 through July 31, 1987, there were a total of
940 loan applications (both guaranty and direct]. Of the 940 loan
applications, 612 were approved, 304 were rejected or screened out, and 34
were withdrawn. In general, approximately 60 per cent of the applicants
seek working capital and the other 40 per cent are start-up companies.®® In
terms of dollars, as of June 30, 1987, the SBA HMonolulu Office had 831 iloans
outstanding worth $46.78 million. " Of the 931 outstanding loans,
approximately 400 lecans totalling $35.57 million were made under the guaranty
loan program.!®! Further, for the fiscal year ending September 30, 18987,
104 loans worth $16.38 million were approved by the SBA district office. 2

Another notable SBA loan program is the Export Revolving Line of
Credit Loan Program (ERLC). According to SBA materials, the ERLC is
designed o assist small businesses in the export of goods and services,
particularly to finance labor and materials for manufacturing or the purchase
of goods and services from export, or to develop foreign markets. The SBA
may guarantee up to $500,000 or 85 per cent of the loan, whichever is less.
For loans of up to 155,000 the SBA's guarantee is 90 per cent. Under the
ERLC program, the small business must fall within the applicable SBA size
standard and meet other applicabie SBA loan eligibility criteria. Further, the
smatl business must have been in business for at least twelve months prior to
applying for an ERLC loan and it must be current on all payroll taxes, as
well as having in place a depository plan for the payment of future
withholding taxes. Once the loan is approved, any number of withdrawals
and repayments mav be made within the stated maturity date of the loan
{maximum maturity is eighteen months). "7
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Although it is not a loan program, the Small Business lInnovation
Research Program (SBIR) provides small businesses competitive opportunities
to propose Innovative technological concepts to meet the research and
development needs of federal agencies. Under the Smaill Business lnnovation
Development Act of 1982,'"% federal agencies which have an extramural
budget {the difference between amount of total obligation and amounts
obligated for agency employees} for research and development ($100 million or
more) are required to expend certain percentages of that budget for an SBIR
program. in general, an SBIR program is defined under the Act as a
program under which a portion of a federal agency's research or research and
development budget is reserved for award to small business concerns through
three fundamental phases. [Initially, solicitations for proposals are released
by an agency. An idea or ideas are then submitted to the agency which
determines their technical merit and feasibjlity. The idea or ideas are then
further developed to meet particular agency needs. The third phase involves
the commercialization of the results of the second phase and "requires the use
of private or non-SBIR federal fundings. %5

The amounts of the SBIR awards in the first two fundamental phases

are: 0%
(1} Phase 1--$50,000 or less to cover a six-month work period; and
(2) Phase 11--3500,000 or less to cover a one- to two-year work period.

Under the Act, the SBA is required to issue policy directives for the
general conduct of the SBIR programs which include simplified and
standardized solicitation and award processes, and minimizing regulatory
burdens for participating small business concerns. As required by the SBA
policy directive, all agencies are required to issue program solicitations at
least once a year.'®?” During federal fiscal years 1983 through 1985, twelve
federal agencies managed SBIR programs, in which a total of $355 million were
obligated: for the same period 43 solicitations were released; 27,000
proposals were received; and approximately 3,800 SBIR awards were made.'"®

Recently, concern has been expressed regarding the uneven allocation of
SBIR awards, e.g., since 1983 the SBIR program "directed 1,514 contracts to
companies in California and 966 to Massachusetts companies', while three
contracts went to companies in West Virginia and two to companies in South
Dakota.'®® A consortium comprised of approximately 20 universities and
colleges has been organized to address the alleged imbalance in the
distribution of SBIR awards in the hopes of increasing their particular state's
share.*'® In Hawaii, at least four companies have obtained SBIR awards
totalling $1.25 million, since 1983, 11

2. Hawalii's Loan Programs

The state Department of Business and Economic Development {(DBED)
administers five state loan programs: the Hawaii Capital Loan Program; the
Hawaii Innovation Development Loan Program; the Large Fishing Vessel Loan
Program; the Small Fishing Vessel Loan Program; and the Disaster Commercial
and Persconal Loan Program. The Department of Agriculture administers ths
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Agricultural Loan Program and the Aquaculture Loan Program. Each of the
foan programs is financed through its own revelving loan fund,

The following discussion wili highlight those lvan programs which are
directly related to providing initial financial assistance to eligible businesses
in the State.''?

Hawaii Capital Loan Program (HCLP).'!?* The HCLP, established by the
Legislature in 1963, is designed to provide financial assistance to small
businesses for "plant construction, conversion, expansion, the acquisition of
land for expansion, the acquisition of equipment, machinery, supplies, or
materials, or for the supplying of working capital."*** A "small business"” is
defined as "any business entity, including its affiliates and subsidiaries,
which is non-dominant in its field and organized for profit, and which
conforms with the SBA definition of a small business...." "%

Under the HCLP, loans may be in participation with financial institutions
including the SBA or made directly to the borrower, subject to the foliowing
restrictions and limitations:

(1} No loans shall be granted unless financial assistance is not available
to the applicant (e.g., direct locans are available only when a
participation loan is unavailable, and a participation loan is available
if the applicant is unable to obtain the entire lcan from a financial
insitutiton, SBA, or other source);

(2) The amount of the loan or loans to any one applicant shall not
exceed $1 million; ¢

(3) No joan shall be made for a term exceeding twenty years;
(4) Each loan shall bear a simple interest rate of 7-1/2 per cent a vear;

{5) Repayment of the first installment on the principal of each loan may
be deferred up to five years;

{(8) Payment of interest on the principal of a loan may be deferred up
to two years from the issuance of the loan; and

{7) Participating loans to any one applicant shall not exceed 90 per cent
of the total loan requested.!!”

Eligibility requirements of the HCLP include:*'® (1) the applicant is a
small business concern authorized to do business in the State; (2] the
applicant is unable to obtain the desired loan on reasonable terms from the
financial institution principally dealt with; and (3) the applicant has the
ability to repay the loan out of income from the business. In approving
loans, the department is to consider the "nature of the business concern and
the potential economic advantage it offers the State or the increased iob
creation the loan will provide."*1?

According to data supplied by the DBED, for the fiscal vears 1882
through 1986, there were a total of 167 loan applications, of which a total of
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80 loans were approved representing $6,266,896 in loans. Of the 80 loans
approved, 78 were to businesses with fewer than 100 employees. New jobs
created were estimated at 317 for the same period. In terms of the number of
loans outstanding by industry classification, as of April 17, 1987, more than
one-third of the loans were in manufacturing industries {e.g. efectronics,
garment, fruits, etc.) which comprised approximately 37 per cent or 41 loans
of the the total number of locans and accounted for 38 per cent or $2.8 mitlion
of the total amount of loan dollars. {See Appendix F for the breakdown by
industry of the number of loans outstanding and original loan amounts.) As
of December 31, 1986, a total of 25 loans were delinquent, representing
$724,871 or 15 per cent of the total dollar amount of loans outstanding.®?®

Hawaii Innovation Development Loan Program (HIDP).'?' in 1981, the
Legislature established the Hawaii invention development revolving fund (now
the Hawaii innovation development revoiving fund),*?*?* to promote the
development of new products or innovations that directly benefit the economy
of the State. Under section 211E-2, Hawaii Revised Statutes, the department
is authorized to make low-interest loans to inventors for the development of
their "products” or "inventions".'?*® Further, the department is required to
prescribe the form of financing (furnishing of risk capital), as defined under
section 211E-1, participation it may engage in as a result of making a loan
under the program, including warrants, options, or royalties on sales or
earnings. '** Simple interest rates on HIDP loans may not exceed 7-1/2 per
cent.

Although the department is in the process of amending its rules for the
HIDP pursuant to Act 242, Session Laws of Hawaii 1987, %*%° the following is a
description of some of the department's existing rules regarding eligibility and
loan types:*'?®

(1) Loans shall be used for the purpose of financing the acquisition of
equipment, machinery, materials, or supplies, or for working
capital;

(2) Direct and participating loans are available in a manner similar to
the HCLP; and

{3) Eligibility requirements are similar to those under the HCLP, but
with requirements for patent rights and copyrights.??’

As of 1986, no loans have been made under the HIDP "due to relatively
few applications received” by the department.®??

Hawaii Fishing Vessel Loan Programs.'?’ The Hawaili Large Fishing
Vessel Loan Program was established in 1965 to provide financial assistance to
individuals or businesses for the purchase, construction, renovation,
maintenance, or repair of vessels weighing five net tons or more which are
designed to be used in commercial fisheries {e.g., catching, processing, or
transporting fish). Loans under this program may be made in participation
with loans made by other financial institutions, subject to the following
restrictions and limitations:
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(1Y No loan shall exceed 80 per cent of the cost of purchase,
construction, renovation, maintenance, or repair of a vessel;

(2} The maximum amount of a loan for renovation, maintenance, or
repair shall not exceed $50,000 nor have a term of more than ten
vears;

{3) The maximum term on a loan for the purchase or construction of a
vessel shall not exceed twenty vears;

{4) Each loan shall bear simple interest at the rate of 7-1/2 per cent a
year;

{5) Repayment for the first installment on the principal of each loan
may be deferred for a pericd not to exceed two years; and

(6) The applicant must derive or plan to derive at least 51 per cent of
the applicant’s gross annual income from commercial fishing
activities with the vessel for which the loan is requested, ??

in 1975, the Legislature established the Hawaii Small Fishing Vessel Loan
Program to provide financial assistance to individuals or businesses for the
purchase, construction, renovation, maintenance, and repair of fishing
vessels under five net tons. Loan requirements and restrictions for this
program are similar to that of the large fishing vessel program, except that
no joan shall exceed 350,000 nor exceed a term of ten years.

According to dala provided by the department, for the fiscal years 1982
through 1986, the lLarge Fishing Vessel Program received a total of 61 loan
applications, of which 37 were approved and accounted for a total of
$3,364,663 in lcans. For the same period, the Small Fishing Vessel Program
received a total of 63 loan applications; of which 40 were approved and
accounted for a total of $819,742 in loans. As of December 31, 1986, there
were 31 outstanding loans for the lLarge Fishing Vessel Program of which 36
were delinquent (i.e., 30 days to over 90 days past due) totalling over $3.5
million or 79 per cent of the total dollar amount of the outstanding loans.?*?
For the same period, the Small Fishing Vessel Program had a total of 47 loans
outstanding, of which 25 delinquent loans totalled over $489,7%0 or 67 per
cent of the total dollar amount of the outstanding loans.*** As a conseguence
of the high delinquency rate and "the poor economic condition of the
commerical fishing industry and the the high cost and/or difficulty in
obtaining hull insurance”, a moratorium was imposed on loans for the
purchase or construction of vessels for both programs during 1886, 177

Agricultural Loan Program.'®* The Agricultural Loan  Program
{Programj, which is administered by the Department of Agriculture was
established in 1939 to promote agriculture development within the State by
providing financial assistance to qualified farmers, meaning persons of proven
farming ability, operating a farm from which at least one-third of the person's
time is devoted to or net cash income is derived from direct participation in
farming. The Frogram, like the HCLP, is designed to provide leans to
eligible borrowers not otherwise available from other financial institutions or
sources at ressonable rates . *?®
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Under the Program, participation loans and direct loans may be made to
a qualified farmer or a person under the new farmer program who is a citizen
of the United States and has resided in the State for at least three vyears or
an alien who has resided in the States for at least five vears, is a sound
credit risk with the ability to repay the loan, and is willing to carry out
recommended farm management practices, subject to lending restrictions and
limitations which include:??*®

(1) A loan under the Program is available only if the loan cannot be
made by the Farmers MHome Administration, the Federal lLand BRank
Association of Hawaii, the Production Credit Association of Hawali,
or the Sacramentc Bank for Cooperatives, and by at least two
private lenders;

{2) Participation in loans made with a private lender may not exceed 90
per cent of the total amount requested;

(3) Insured loans may not exceed 90 per cent of the locan made by a
private lender. The aggregate of the guaranty and participating
foans shall not exceed $10 million;

{4} Direct loans are available to qualified farmers who are unable to
obtain sufficient funds at reasonable rates from private lenders, the
Farmers Home Administration, or do not qualify for the department’s
participating and guaranty loans; and

{3) Loans made under the Program are subject to the requirements {the
purpose of loan, maximum amount of the loan, terms of the loan,
ete.) for each particular class of leans, i.e., farm ownership and
improvement (class A), soill and water conservation loans {class B),
farm operating loans (class C), emergency loans {class D), loans to
cooperatives and corporations (class E), and loans for new farmer
programs (class F).*%7

According to data provided by the Department of Agriculture, for the
calendar vears 1982 through 1986, the number of loans and dollar amounts for
the above five classes of loans totalled 1,021 loans representing an aggregate
amount of over $15.8 million. Farm operating loans {class C) accounted for
approximately 85 per cent or 866 of all loans made. The direct and insured
foans were used most frequently. Also, for the period 1982 to October 14,
1987, a total of thirteen loans were considered losses totalling over $196,000.

Aquaculture bLoan Program.**® The Aquaculture Loan Program was
established in 1971 to financialiy assist the development of aquaculture in the
State. "Aquaculture" is defined as "the production of aquatic plant and
animal life for food and fiber within the ponds and other bodies of water
within the real property for which real property taxes are assessed and paid
by the owner or developer.”**? Under the program, the department may
make loans to qualified aguaculturists for aquacultural products development
such as the financing of plant construction, conversion, expansion, the
acquisition of land for expansion, the acquisition of equipment, machinery,
supplies, or materials, or for working capital, subject to certain loan
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restrictions and limitations which include;**®

{1) Participation in loans made by a private lender who is unable 1o
lend the borrower sufficient funds at reascnable rates and the
borrower is unable to obtain the same from the Farmer's Home
Administration, may not exceed 90 per cent of the total amount of
the loan;

(2) Insured loans may not exceed 90 per cent of the total amount of the
loan made by a private lender who is unable to lend the borrower
sufficient funds at reasonable rates;

{3) The aggregate amount of the State's liability for participating and
insured loans may not exceed $1 million; and

{4} The loans made under the program are subject to the requirements
(the purpose of the loan, maximum amount of the loan, terms of the
loan, etc.) for each particular class of lIoans, i.e., aquaculture
farm ownership and improvement loans {class A), aquaculture
operating loans (class B), and aquaculture cooperative and
corporation loans (class CJ.

According to data provided by the Department of Agriculture, for the
calendar years 1982 through 1986 there were a total of nine locans made
representing a total of $377,000 for class A and class B Joans. In a 1985
report to the Legisiature, the department stated that loan activity was
expected to increase through 1990, 1%! Since the report, there were
approximately eieven loan inguiries with no lcan approvals for 1986. For the
period January 1, 1987 to August 31, 1987, according to data provided by the
Department of Agriculture, ten loan inquiries were received and three loans
were approved {(class A and class B loans--commodities were Chinese catfish
and tilapia).

In addition to the above loan programs, the Special Purpose Revenue
Bonds (SPRB) is another source of capital from which eligible manufacturing,
processing, and industrial enterprises may obtain Jow interest loans for
acquisition, purchase, construction, reconstruction, improvement, extension,
or maintenance of a project.*? Unlike the State's general obligation bonds,
the issuance of SPRBs for each project or multi-project program must first be
approved by a separate act of the Legislature; the SPRBs are nof general
obligations of the State {State is not responsible for repayment of the debt);
and the SPRBs are not included within the debt ceiling for purposes of state
expenditures.**® Further, the SPRBs and income derived therefrom are
"exempt from all state and county taxation except inheritance, transfer, and
estate taxes’ .'%*

Once the SPRBs are approved by the Legislature, the Department of
Budget and Finance, after entering into a project agreement with the project
party, may issue the SPRBs. Each project party is required to estimate the
"benefits derived from the use of the providers” of the SPRBs, based on
"creation of new jobs and potential effect on tax receipts.”'*®* As of October
1987, there were a total of at least ten projects that were approved by the
Legislature, representing a total of $122 million in authorized SPRBs.'*® (See
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Appendix G for the breakdown of the ten projects.)

i11. Business Development Programs and Services

A. Small Business Development Centers {SBDC)

in addressing the probiem of the lack of managerial experience among
small business owners and managers which, as noted in Chapter 4, is a major
factor in the faijure of such businesses; about 44 states operate one or more
SBDCs, according to a recent report entitled "Models of State Entrepreneurial
Development Programs", by the Wisconsin Department of Development (1887),
p. 40.

Under the federal Smaill Business Development Center Act,*7 the SBA is
authorized to make matching grants (50 per cent federal match) to a state
government or agency, any institution of higher education, or any state-
chartered development, credit or financing corporation, for the establishment
of SBDCs. Under the Act, some of the services an SBDC must provide
include:

{1) Individual counseling to small businesses;

(2} Maintaining current information concerning federal, state, and local
regulations that affect small businesses and to counsel small
businesses on methods of compliance;

(3) Maintaining lists of local and regional private consultants to whom
small businesses can be referred;

(4} Coordinating and conducting research on technical and general small
business problems which are not easily solved;

(5} Maintaining a working relationship with financial and investment
communities, legal associations, local consultants, and local business
groups and associations to help address the various needs of the
small business community;

(6) Assisting in the transfer of technology from existing sources to
small businesses; and

(7} Providing problem soiving assistance to small businesses in the
areas of operations, marketing, finance, business  strategy
development, personnel, administration, and other disciplines
required for small business growth, and decreasing industry
economic concentrations.

An applicant may apply for participation in the SBDC program by
submitting a plan to the SBA indicating the authorized entity or entities
(e.g., government agency or university), the geographic area to be served,
services to be provided, methods for delivery of services, a budget, and
other information required by the SBA. The SBDC must be located where it
can provide maximum accessibility and benefits to small businesses within a
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targeted geographic area. In addition, each SBDC must establish an advisory
board as well as provide full-time staff and access to technical professionals
such as business analysts, technology-transfer agents, and information
specialists.

In the states which have implemented SBDCs, many of the SBDCs are
within universities. For example, Connecticut, Kansas, Louisiana, North
Carolina, Mississippi, and Wisconsin have their SBDCs and regional offices
either located within and administered by universities or located within
universities. Apparently, the advantage of this type of arrangement is the
proximity to higher educational institutions from which facuity and support
services are easily accessible for business management consulting, marketing
research, and other research activities and facilities.

The North Carolina Small Business and Technology Development Center
(SBTDC)'“® established in 1984 at the University of North Carolina has seven
university regional service centers which are responsible for delivering
SBTDC's services within their assigned geographic territories. Services
provided include management and technical assistance through individual
counseling sessions, targeted special training workshops which complement
other training programs conducted by the SBA, chambers of commerce within
the state, and special programs such as procurement assistance for obtaining
contracts from the federal government. The SBTDC has made extensive use
of graduate students in providing the services. The SBTDC enters into
written agreements with host institutions (regional service centers) setting
forth the extent of budgetary support from the SBTDC, program performance
requirements, as well as fiscal control and reporting requirements. The
SBTOC headguartered at the University of North Carclina at Chapel Hill, has
a staff of seven (an executive director, two assistant directors, an executive
secretary, an accounting technician, a clerk-typist, and a data entry clerk)
and two graduate assistants. Initially each regional center is funded annually
at $100,000 which provides for one or two professional staff, support
services, and operating expenses. The overali funding level for the SBTDC
is approximately $1.1 million, of which 3700,000 is committed to the regional
service centers, $250,000 for administrative services, and $150,000 for special
programs. Sources of funding include state funds, federal funds through the
SBA, and private sources.

The Kansas Small Business Development Centers (KSBDCs),?*®
established in 1983 at Wichita State University, have eight regional centers
located at participating colleges and universities. Services provided by the
regional SBDC include individual business counseling by professionally trained
consultants {private/professional/advisors, faculty members, graduate
students, etc.), training workshops and seminars, and procurement assistance
in obtaining government contracts. Funding of the KSBDC for fiscal year
1987 totalled over $1.684 million from federal sources such as the SBA and
university matching funds and state funds.

in at least two states, Oregon and Washington, a state agency is

designated and authorized to establish business assistance centers, The
Washington Business Assistance Center,®® within the state department of
trade and economic development, was established to: (1) provide

comprehensive referral services to businesses; {2} serve as the business
embudsman within state governmant and advise the governor and legislature
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of the need for new legisiation to improve the effectiveness of state programs
assisting business; and {3) cooperate with other public and private agencies
and organizations to ensure that business assistance services are delivered in
a cost-effective manner.

Oregon has taken a different approach in structuring a small business
development center program in which the state economic development
department is authorized to make grants fo community colleges to assist in the
formation of small business development centers.?®? Community colieges serve
as the statewide network of these centers to link small businesses with college
resources and business resources throughout the state. The grant funds are
to be used for salaries of center personnel and to retain expert business
resource and training services.

Wisconsin's Small Business Development Center |Information Service
administered by the University of Wisconsin, disseminates a variety of
business-related information, directly or indirectly through its affiliates, to
business owners and managers throughout the state.!®? |In providing the
information to users throughout the state, the Wisconsin program has
developed objectives and tasks which may be appropriate for other states
exploring the possibility of establishing a similar type of program ({see
Appendix H). Services provided include not only general business
information but also in-depth searches such as "information on home-based
businesses; the amount of lime used in Wisconsin each vyear; how to find
suppliers for a pet store".!®? Suggested staffing for developing a
comprehensive business information service includes an information specialist
or librarian, one clerical assistant, and two or three part-time assistants (who
may be students).!®*®

From the preceding discussion, it is evident there are various ways of
using the SBDC as a vehicle for service delivery of business information,
managerial, and other technical assistance to small businesses. It is one
method of coordinating local or community public and private business
services and resources which will assist in maximizing the effectiveness of
those services, as well as to integrate those services inte a comprehensive
service delivery system.

in Hawaii, although there is no established small business development
center, general information and referral services and managerial and technical
assistance are being provided by various public and private agencies and
organizations. The following discussion highlights the major services
provided by those agencies and organizations.

1. Government Programs and Services

The SBA.'®*® In general, according to SBA materials, the SBA's
Business Development Program offers a variety of services to small businesses
with a special emphasis on improving management skills of owners and

managers through such means as:

{1} iIndividuali counseling on particular needs of a small business
through the SBA business development staff, the Service Corps of
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Retirad Executives (SCORE), the Active Corps of Executives
{ACE), and professional associations;

£2) On-site management counseling is provided fthrough Small Business
Institutes {SBis) at the University of Hawaii at Manoa, University
of Hawaii--Hilo, Maui Community College, and Hawaii Pacific College;

{3) Pre-business workshops for prospective business owners on topics
such as finance, marketing assistance, and business site location;
and

(4) Management, marketing, and other technical publications available at
no charge or for a small fee.

State Small Business Information Service (SBIS).!%°8 The SBIS,
operating as an activity f{not an office] within the Business Development
Branch of the Department of Business and Economic Development (DBED),
functions primarily as a business information and referral service.®’
Current staffing includes two business information specialists and one clerk
typist. According to DBED, some of the major activities conducted by the
SBIS include:

{1) Permit and licensing information service for prospective business
owners planning to engage in a particular business in the State.
Information provided includes a list of permits and licenses
(federal, state, and county} required for the particular business
activity, the issuing agency, and its address and phone number;

(2} Researching and providing copies, upon request, of appropriate
federal, state, and county rules applicable to a specific activity,
e.g., sanitation code as it applies to restaurants. Generally, the
SBIS does not interpret any codes or rules of other agencies;

{3} Providing market information, upon request, such as a listing of
firms engaged in a particular business activity and suppliers of
specific goods, and statistics on potential users of certain goods or
services. Market feasibility studies, market segment, and other in-
depth marketing research are not provided;

{4) Preparing booklets and other informational materials for distribution
such as "Starting a Business in Hawaii' and "Hawaii's Business
Regulations”;

(5) Maintaining information on training workshops, seminars, etc., and
promotional materials of other agencies providing consulting,
management, and technical assistance; and

{6} Maintaining working relationships with other agencies and
professional and trade associations which provide services and
assistance to small businesses.

In addition to services provided by the SBIS, according to a news
article in Pacific Business News, a Kauai Business Center will be established
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at Kauai Community College through funding of $15,000 from the Kauai
Economic Development Board.'*® The business center will serve as an
information service as well as an entrepreneurial training center. Marketing
and advertising research for retail products is also available from the Sullivan
Training and Research Laboratory at the University of Hawaii, Manoa. The
laboratory includes a miniature supermarket in which students test the
effectiveness of package design and placement, and study consumer reactions
to package design, label, price differentials, and brand names. Small local
businesses have used the laboratory to test their products or develop
marketing strategies, for which a minimal fee is charged to cover electricity
and custodial services.!%®

2. Private Sector Programs and Services

The Chamber of Commerce of Hawaii {Chamber}, Small Business Center
(Center}.'*" The Center, through the Small Business Council (Council) of the
Chamber provides individual counseling on various subjects depending upon
the person’'s particular needs. Counseling is available to members of the
Chamber and nonmembers at no charge; loan package preparation is at $25
per hour.

The Center's current staff consists of a director, financial advisor, and
administrative assistant. The director, after determining the counseling
needs of a client, refers the client to the appropriate Center staff or Council
member or members. There are no limitations as to the number of times a
client may receive counseling services.

Council  membership is by invitation only and is comprised of
approximately 30 members who are business owners, managers, executives,
and professionals. Each member is required fto make available at least five to
ten hours per month of pro bono counseling services. The various types of
counseling services that are available from the Center and Council members
include:

{1) Loan package preparation;

{2) Business projections;

(3) Cost analysis;

{4) Cash flow;

{5} Financial statements;

(6] Accounts receivable;

(7) Legal advice (non-litigation), e.g., business formation and fee
collection;

{8) Advertising, marketing, and position assistance;

(9} Communication systems assistance;

46



BUSINESS INCENTIVES AND SERVICES

{10) Verbal assistance with business plans;
(11} Personnel management assistance; and

{12} Several resocurce people provide counseling in the general areas of
importing, manufacturing, whotesaling, retailing, fast  food
businesses, and health care.

in addition, the Center provides an entrepreneurial training program which is
designed for individuals who exhibit the best potential for creating their own
viable business. The program is a 12-week course in which classes are held
twice a week. The program’'s major focus is developing a formal business
plan. The fee for the course is $275. The Center also sponsors monthly
workshops and seminars on such topics as time management, financial
management, the legalities of hiring and firing employees, record keeping and
the Internal Revenue Service, advertising for the small business budget, and
maximizing the sales of products or services. A fee is charged to workshop
participants to cover expenses for mailing, handout materials, and breakfast
or iunch.

Honolulu Minority Business Development Center (HMBDC)}.'*! Although
the HMBDC has recently closed its doors because its grant from the Minority
Business Development Agency of the U.S. Department of Commerce was not
renewed, a brief summary of the HMBDC's services is provided below.!%?
The HMBDC, which was operated by The Chamber of Commerce of Hawaii,
provided three basic services at a subsidized fee to qualified minority
business owners:

(1} Financial assistance services, which included assisting a client in
filling out appropriate loan application forms, preparing =z formal
business plan, and assistance related to accounting and financial
statements;

{2) Marketing advice on how to market a product or service; and

{3) Government contract procurement assistance, which included
providing information on current bids, upcoming bids, and contract
awards for construction, supplies, and services from federal, state,
and county departments or agencies.

There are at least two other private sector providers of business
development services--The Hawati Entrepreneurship Training and Development
institute (HETADI} and Alu Like's Business Assistance Program. HETADI's
basic business development educational training program targets post-
secondary and adult populations, with a focus on venture development.®3
The educational program emphasizes a practical approach in which participants
prepare a business plan, as well as learning business management skills.
General business consulting services such as business planning and marketing
assistance, are available to private businesses for a fee,

Alu Like's Business Assistance Project (implemented in January 1987, but
has been temporarily discontinued as of November 1987} provided free
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management and technical assistance for the start-up and expansion of
businesses owned by native Hawaiians on Oahu.'®* The Project assisted
clients in developing business plans and marketing plans, and provided loan
packaging assistance, as well as general management counseling services,
According to Alu Like, its Business Assistance Project is currently
undergoing research into the possibility of providing additional business
assistance services on a statewide basis. The Project will not be providing
direct services during this research phase. Alu Like expects to have in
place an expanded business assistance project by early 1989.

B. One-Stop Business Permitting and Licensing Centers

One purpose of establishing a one-stop permitting center is to facilitate
and expedite the ability of businesspersons to obtain required permits and
licenses. By eliminating the duplication of effort that may be required to
obtain multiple state permits and licenses as well as providing a central
location for information and necessary forms, the centers enable
businesspersons who are either exploring or are in the latter stages of
preparing to engage in business activities to better understand applicable
rules or requirements, and possibly enter the marketplace much more quickliy.
The state, in providing the service, indirectly benefits through businesses’
contributions fo the economy, such as jobs for its citizens, and taxable
business and personal income,

At  least eleven states: Colorado, Connecticut, Kansas, tllinois,
iouisiana, Mississippi, Montana, New Jersey, New York, North Carolina, and
Wisconsin have established a central office within a state agency to provide a
system in which persons planning to engage in a particular business activity
may obtain the necessary forms, applications, and information for any
required permit and license relative to the particular business activity.?®®

The scope of activities and responsibilities of a one-stop business
permitting center may vary depending upon the amount of resources a state is
willing to commit. Some states have established a center to merely provide a
clearinghouse for information on the types of permits required for a particular
business activity and the necessary forms and applications. Other states
have taken a more active role in facilitating and expediting the obtaining of
required permits and licenses by authorizing the development of a master
application form and monitoring the permit review process. Iin all of the
aforementioned eleven states, the agency or agencies having jurisdiction over
the particular business activity and the authority to issue permits, retain
their jurisdiction and authority. A one-stop business permit center does not
grant any permits. At least two states, Colorado and North Carolina, have
expressly excluded occcupational licenses and environmental licenses or
permits.

In the states that have established a clearinghouse for information and
application forms {Connectlicut, Kansas, [llinois, Louisiana, and Montana), the
enabling legislation enacted by each state established a one-stop permitting
center within its department of commerce or economic development, and
required the center to perform certain activities. For example, Connecticut's
One-stop Business Licensing Center (Center) within the department of
sconomic development is reguired to obtain information on all registration,
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regulatory, licensing, permitting, and approval requirements from staie
agencies having jurisdiction over any firm, person, or corporation intending
to do business in the state.?®® Upon request for information on engaging in
a particular business activity, the Center is required to determine the size
and nature of the business and the intended activities. Based on that
information, the Center is required to provide the requesting party a written
notice indicating: {1) the state agencies which the party must contact; (2)
the applicable registration, regulatory, permitting, and approval
requirements; (3) the applicable renewals for the requirements: (4) any
applicable fees; and (5) the name of the contact person at each agency for
each requirement. The requesting party must comply with all applicable state
requirements even if the Center inadvertently omitted it in the written notlice.

tn lllinois, the Business Assistance Office was established within the
department of commerce and community affairs to provide information for all
state government forms and applications to new and existing businesses
through a business permit center.®’ Each state agency is required to
cooperate with the business permit center in providing the information,
materials, and assistance, as well as to designate an individual within the
agency as the liaison to the center.

in states that have taken a more active role in assisting businesses to
secure required permits and the necessary information and forms (Colorado,
Mississippi, New Jersey, New York, North Carolina, and Wisconsin}, the
permit centers’ scope of activities have been expanded to include one or more
of the following: advocacy activities; the provision of consolidated hearings,
when applicable; requiring each regulatory state agency to develop a plan for
one-stop permitting; and providing a master application form. For example,
Wisconsin's Permit Information Center (Center} within the department of
economic development, in addition to providing information on required
permits for a particular business activity, is required to: %%

(1} Provide advocacy services before regulatory agencies ({agencies
responsible for granting a permit) on behalf of the permit
applicant, e.g., monitering the application approval process to
assure that permits are granted within the shortest amount of time
possible by law or rule;

(2} Upon request by a permit applicant, resolve misunderstandings
between the person and the regulatory agency and prevent delays
in the application approval process to the extent possible; and

{3) Maintain and publicize the toll-free telephone line available to in-
state callers to the Center as well as publicize the services of the
Center,

Each regulatory agency is required to cooperate with the Center staff by
interpreting the requirements for granting or denying its permits and
providing information on the agency's permit process. Further, each
regulatory agency is required to designate a staff person to coordinate its
cooperation with the Center's staff. Upon the request of an applicant or the
Center, each regulatory agency is required to provide the opportunity for an
informal pre-application meeting with its staff to jdentify all permits required
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by the agency for the business activity and to explain the steps involved and
time required for each step of the permit process.

North Carolina's Business Information Office (BIO)*®*® established within
the department of the secretary of state provides similar services and
performs similar functions as Wisconsin's Permit Information Center, except
the BIO is required to develop an operating plan for an automated master
application system. The system is to consolidate the information into a single
master application form.”®

C. Small Business Ombudsman

An  ombudsman can be described as a grievance man”, 'citizens
protector”, or “citizens defender”, whose basic function is the impartial
handling of individual complaints against particular administrative acts of
government agencies.'’' Typically, an ombudsman, after receipt of a
complaint, determines the merits of the complaint (e.g., complaint unfounded

or beyond its jurisdiction, or warrants an investigation). If the complaint
warrants an investigation, the ombudsman will impartially pursue the matter
with the particular agency. In instances where a claim is found to be

meritorious, the ombudsman recommends to the agency corrective actions to
rectify the particylar problem. The ombudsman has no authority to compel
the administrative agency to accept the recommended corrective actions.!??

A small business ombudsman can be perceived as performing the similar
basic function of a typical ombudsman.!”® In states which have a government
ombudsman to handle complaints impartially against administrative acts of
government agencies, such as Hawaii,!”™ the need for another similar
ombudsman for small business is not as evident as compared to a state which
has no ombudsman at all. The obvicus reason is that the efforts of the small
business ombudsman would be duplicative, unless there are significant and
substantial regulatory problems unique to small businesses.

This, however, is not the case in Hawaii. With the exception of state
government programs specifically for small business, such as the Hawaii
Capital Loan Program, rules adopted by state agencies pursuant to a
particular authorizing statute usually apply to businesses in general.?’®
Under chapter 96, Hawaii Revised Statutes, the Ombudsman is authorized to
investigate complaints against the administrative acts of state and county
agencies which the Ombudsman determines are appropriate for investigation if,
for example, an administrative act is contrary to law or unreasonable, unfair,
oppressive, or unnecessarily discriminatory, even though in accordance with
law.17%  Further, for purposes of public utilities regulation and ratemaking,
under section 268-51, Hawaii Revised Statutes, the consumer advocate is
required to 'represent, protect, and advance the interest of ali consumers,
including small businesses, of utility services.”

in states which have established a small business ombudsman, the
primary role of those ombudsmen is advocacy rather than investigation. For
example, Wisconsin's Small Business Ombudsman within the department of
development: (1) monitors legislation and rules affecting small businesses and
provides information to small business groups and the legisiature; {2) assists
businesses with complaints regarding state laws, or administrative rules; and
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{3) provides information and referral on programs designed for small
business.?’” New York's Business Services Ombudsman Program within the
department of commerce: {1) assists businesses in resolving bureaucratic
problems encountered with government agencies; (2} serves as an advocate of
business and recommends new laws and regulations to improve the business
climate; (3) works with business firms and the state tax department to solve
tax problems and expedite tax refunds as well as work with business
organizations and trade associations to address specific problems of the
business community; and (4} monitors the state regulatory process.?’®

In Florida, the Bureau of Business Assistance within the division of
economic development, department of commerce serves as the ombudsman for
smali and minority businesses. The ombudsman is broadly defined "as an
office or individual whose responsibilities include providing assistance to small
and minority businesses dealing with governmental agencies.”!”® According
to the Bureau of Business Assistance, as part of the ombudsman program the
Bureau monitors state agency rules and regulations to determine its impact on
small businesses. If the rule or regulation has a negative impact, the Bureau
makes specific recommendations to the particular agency. In 1985 a small and
minerity business advocate position was created within the department of
commerce to serve as an advocate of the small and minority business
community as well as representing the smalfl and minority business advisory

councit. *®*®  The advocate's duties include: (1) commenting at public
hearings on issues and concerns of small and minority businesses which
include legislation affecting small and minority businesses; and (2}

representing the interests of small and minority businesses regarding rules or
regulations which may affect those businesses.!®!

For Hawaii, if there is to be a state small business ombudsman, the most
appropriate role and function are that of a business advocate. An
investigatory function for complaints against administrative acts of state and
county agencies would duplicate the efforts of the state’'s ombudsman's office,
and thus is not necessary. A business advocate would serve the small
business community by receiving complaints concerning laws, rules, or
policies which affect small businesses, and by developing with the cooperation
of the particular regulating agency proposals to resolve the problems or
concerns. The business advocate could also assist the small business
community in addressing legislative and administrative issues affecting small
businesses. One possible vehicle providing the catalyst for the functions and
services of the business advocate is through the establishment of a small
business advisory council. Currently, the Governor's Small Business
Advisory Committea, which is a group of businesspersons and state executive
directors, provides a forum for the discussion of issues of particular concern
to  small  businesses from which recommendations on legislative or
administrative matters are submitted to the Governor.!®?

V. Regulatory Flexibility

in 1980, Congress enacted the Regulatory Flexibility Act (RFA}**® for
the declared purpose "to establish a principle of regulatory issuance that
[federal] agencies shall endeavor, consistent with the objectives of the rules
and applicable statutes, to fit regulatory and information requirements f{o the
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scale of the businesses, organizations, and governmental jurisdictions subject
to regulation. To achieve this principle, agencies are required to solicit and
consider flexible regulatory proposals and to explain the rationaie for their
actions to assure that such proposals are given serious consideration.”!%*
The impetus for the enactment of the RFA is the fact that uniform regulatory
and reporting requirements have imposed "unnecessary and burdensome
demands including legal, accounting, and consulting costs upon small
businesses”, even though they may not have caused the problems that gave
rise to a particular governmental regulation.*®® Further, smaller businesses
with limited resources are at a competitive disadvantage as compared fo larger
businesses in terms of costs of compliance with governmental regulations. For
example, "if a smaller firm's cost of compliance goes up with increasing ocutput
[production] and a larger's firm cost of compliance goes down with each
additional unit of output, and all else remaining equal..., then the larger
firm has a competitive advantage over the smaller firm."*%°

The problems associated with governmental regulations experienced by
businesses also extend fo state regulatory schemes. At least 23 states have
enacted some type of regulatory flexibility legislation, most of which are
modeled after the RFA.'®*7 The RFA applies to every rule for which the
federal agency publishes a general notice of proposed rulemaking pursuant to
section 553{b} of the Administrative Procedure Act for public notice and
comment, subject to certain exceptions, e.g., interpretative rules (rules
"intended only to implement a statute and in which Congress has not
delegated legislative-type authority to the agency”).!®®

The major components of the RFA relative to a rule's expected impact
upon "small entities” (small business, small organization, small government
jurisdiction} as defined under 5 U.S.C.A. &607, include:

(1) Allowing an agency to certify that a rule does not have a
"significant economic impact on a substantial number of small
entities”, if the agency finds that the rule will neither benefit or
adversely affect small utilities.*®® Thus, no further regulatory
flexibility analysis is required;

{(2) An initial regulatory flexibility analysis must be prepared whenever
an agency is required to publish a general notice of proposed
rulemaking for any proposed rule. The analysis must contain;®??

i{a)] a description of the reasons why action by the
agency is being considered;

{{by] a succinct statement of the cbjiectives of, and
legal basis for, the proposed rule;

[{cy] a description of and where feasible, an estimate
of the number of small entities to which the
proposed rule will apply;

[{d}] a description of the projected reporting,
recordkeeping and other compliance reguirements
of the proposed rule, including an estimate of
the classses of small entities which will ke
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subject to the requirement and the type of
professional skills necessary for preparation of
the report or record; [and]

[{e)] an identification, to the extent practicable, of
all relevant federal laws which may duplicate,
overlap or conflict with the proposed rule.

Further, each initial analysis must also describe any significant
alternatives to the proposed rule which accomplish the stated
objectives of applicable statutes and which minimize any significant
economic impact of the proposed rule upon small entities such as:
"(1) the establishment of differing compliance or reporting
reguirements or fimetables that take into account the resources
avatlabie to small entities; ({2) the clarification, consolidation, or
simplification of compliance and reporting requirements under the
rule for such small entities; (3) the use of performance standards
rather than design standards; or (4) an exception from coverage of
the rule, or any part thereof, for such small entities; "'*! and

(3} The final regulatory flexibility analysis is required when an agency
issues a final rule. The agency may again certify that the rule will
not have a significant impact on a substantial number of small
entities, and thus no further analysis is required. The final
regulatory flexibility analysis must contain:1®?

(a) a statement of the need for, and the objectives of, the rule;

(b} a summary of issues raised by public comments, an assessment
of those issues, and a statement of any changes made to the
proposed rule as a result of the public comments to the initial
regulatory flexibility analysis; and

{c) a description of each significant alternative to the rule
consistent with the stated objectives of applicable statutes as
well as indicating the reasons why each one of the objectives
were rejected.

In addition to other procedural requirements relative to publishing the
regulatory flexibility analyses and certifications in the Federal Register for
public review and comment, the RFA requires each federai agency to publish
in the Federal Register a "regulatory flexibility agenda” which describes the
subject area of the proposed rule, a summary of the rule, and the name and
telephone number of the agency official knowledgeable of the rufe.???

There is no direct enforcement for agency compliance with the RFA.
The chief counsel for advocacy of the Smail Business Administration {(SBA) is
required to monitor agency compliance with the RFA and report annually to
the President and special congressional committess, %% Congressional
oversight is the indirect enforcement mechanism for the RFA. Further, there
is no direct judicial review of an agency action under the RFA. 15 U.5.C.
§611{a) and (b}, provides that any flexibility analysis prepared under the
Act and an agency's compliance or noncompliance of the Act are not subject to
judicial review. A reguletory flexibility analysis is part of the whole record
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of the agency action in connection with an action for judicial review of the
rule.

Another significant component of the RFA is the requirement for periodic
review of agency rules. £ELach agency is required to develop a plan for the
periodic review of the rules issued by the agency "which have or will have a
significant economic impact upon a substantial number of smaill entities.”'®°?
The purpose for periodic review is "to determine whether such rules should
be continued without change, or should be amended or rescinded, consistent
with the state objectives of applicable statutes, fo minimize any significant
economic impact of the rules upon a substantial number of such small
entities."**® The agency is required to review those rules within ten years
from the effective date of the RFA (January 1, 1981) for rules existing prior
to the RFA or within ten vyears from the publication of the rules as final for
rules adopted after January 1, 1881.

How effective is the RFA? According to the SBA's chief counsel for
advocacy most recent annual report, the RFA "has generally been successful
in improving rulemaking proceedings. Many federal agencies have improved
their regulatory decisions by (1) using better economic data; (2) increasing
communications with the smail business community and the Office of Advocacy;
(3) considering and analyzing alternatives; and (4) developing rules more
finely attuned to the concerns of small businesses.”'*7 However, the report
also states that there are recurring problems such as (1) failure of agencies
to consider reguiatory efficiency (competitive impact of reguiations on small
entities); (2} exemptions of rules from the RFA, e.g., interpretative rules,
rules relating to agency management or to public property, loans, grants,
benefits, or contracts; and {3) bifurcated rulemaking which involves a two-
tier process in which an agency uses the notice and comment provisions of
the Administrative Procedure Act for generic ruies to implement its statutory
obligations which are later further developed inte specific regulatory
directives that are not required for public notice and comment.?®

fn  Hawaii, the issue of regulatory reform for small business is not
new.'®®  During the 1982 and 1983 regular sessions, the Legislature
considered, but did not enact, at least two proposals which, among other
things, would have required an agency, prior to the adoption, amendment, or
repeal of a rule, to prepare an economic impact statement of the proposed
action upon small businesses.?®? The legislation aiso provided for periodic
review of agency rules having an impact on more than 20 per cent of all
businesses or 10 per cent of the businesses in any industry.

Testimony on these proposals from business organizations indicated that
a major complaint among small businesses "have always been ill-advised
regulations which do not appear to fit into the scope of operations and a
feasible method of compliance. "%} The cost of compliance with excessive or
overly burdensome governmental regulations has hbeen stated to "not only
discourage formation of new small businesses but also to contribute to the
cost of goods and services sold by small businesses."*"? On the other hand,
testimony from several state agencies indicated a common concern that
additional manpower would be required to perform the economic analysis and
periodic review of agency rules, and thus increase the cost of government
operations . %2
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Currently, there is no statutory mandate reguiring an agency to perform
a regulatory flexibility analysis or economic analysis for any proposed
rulemaking actions. However, the Governor by executive order has
established a policy and procedure by which each state administrative agency
is required to obtain the Governor's approval for any proposed rules, prior
to the "announcement of a public hearing or the holding of public hearing” on
the proposed rules.?°* The agency proposing to adopt, amend, or repeal a
rute must submit to the Governor, among other things, information relating teo
the effect of the proposed rule on the (1) "long and short range program and
financial impact” upon the State, (2} "long and short term impacts on the
public, on economic growth and the economy of the State, and on the
individuals or businesses which must comply”, and (3) Talternatives explored
in attempting to resolve the probiem or situation at hand, other than that of
adopting, amending, or repealing the rules in question."?°%*

After a public hearing has been held on the rulemaking proposal, the
agency responsible for proposing the rule must obtain the Governor's final
approval for the proposal, and inform the Governor "whether the facts and
circumstances regarding the proposed adoption, amendment, or repeal of the
rules have changed, compared to that information” submitted to the Governor
prior to the public hearing.?"®

The requirement in section 91-3, Hawaii Revised Statutes, of
gubernatorial approval for the rulemaking proposal to take effect adds a
significant element of political accountability. By comparisen, federal agencies
do not have to obtain presidential approval of rulemaking proposals. There
is, however, no express provision under the executive order or sections 91-2
and 91-3, Hawaii Revised Statutes (relating to public information, and
nrocedure for the adoption, amendment, or repeal of rules), for public review
and comment on the information submitted to the Governor concerning the
anticipated impact, if any, upon affected businesses. Further, state agencies
are not required to perform a periodic review of their administrative rules to
determine whether the rules should be continued without change, or amended
or repealed, consistent with the purposes and objectives of applicable
statutes.

In summary, regulatory flexibility analyses for proposed rules which
have a significant economic impact upon a substantial number of small entities,
and the consideration of alternatives to the rulemaking such as differing or
reporting requirements for small entities, serve to ensure that small entities
are not overly burdened by government rules as well as to balance the cost
of compliance with government rules between small and large firms. Yet, the
added cost toc state or local governments in implementing similar provisions of
the RFA, e.g., initial regulatory flexibility analysis is not readily
ascertainable. Moreover, since there is in place a rule analysis and review
process for proposed rules of state agencies, coupled with the fact that a
majority of businesses in the State can be considered small businesses, the
need for a more detailed or rigorous analysis of a proposed rule's economic
impact upon small businesses may not be compelling.
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V. Entrepreneurial Education

The problem of defining entrepreneurial education, along with the lack of
clarity or consistency in course content, the use of untrained or disinterested
faculty, or both, and the lack of an adequate forum for research for
curriculum development and course content has been stated as the four major
areas of concern for those interested in developing entrepreneurship as an
academic curriculum.?®’

An Tentrepreneur” is defined as "one who undertakes to conduct an
enterprise or business, assuming full control and risk."2%® "Education” is
defined as the "systematic development and cultivation of the natural powers,
by inculcation, example, etc."2®® Yet, a uniform definition of entrepreneurial
education is not readily found. For example, to "many [people] the study of
entrepreneurship is just an offshoot of small business courses; to others, it
is something more; a way to integrate the functional areas of management,
marketing, finance, and accounting into a strategic framework that applies
during the initial states of growth of a firm."?!® Another writer suggests
that entrepreneurship education should be viewed as a "career process” in
which "the creation and development of one or more new enterprises is a
passage, a field of pursuit, a calling, a way of life that fits the basic notion
of a career.""2!

One solution to this definitional problem is to distinguish small business
owners from entrepreneurs.?*? A small business owner may be defined as
"‘an individual who establishes and manages a business for the principal
purpose of furthering personal goals.... The owner perceives the business
as an extension of his or her personality, with family needs and desires. "?'?
An entrepreneur, on the other hand, may be defined as "'an individual who
establishes and manages a business for the principal purpose of profit and
growth...characterized principailly by innovative behavior, and employs
strategic management practices in the business.'"?%*

Tied to the definitional problem is the lack of clarity or consistency in
the content of a course on entrepreneurship. The course content will often
vary depending upon the instructors "personal preference as to definition and
scope” as evidenced by the fact that some entrepreneurial courses resemble
small business courses (managing and operating a small business) while others
"stress practical application at the expense of conceptual development, W2'®
However, by using a working definition of small business owners and
entrepreneurs, as noted above, Sexton and Bowman, supra at 21 (see
footnote 207 for citation to article}, suggest that the trend for
entrepreneurial courses "will be towards a pianning/future/orientation profit
motive approach.”

Entrepreneurial education courses and curricula should be designed to
address the particular target group or groups of entrepreneurial needs as
well as the personal characteristics of entrepreneurs. A fairly recent study
on the education of entrepreneurs found that:?1®

{1} Small business owners and managers who are either starting a
business ot operating an ongoing business "need information on
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services available and the laws within which they must operate as
well as technical skills and advice and encouragement”;

(2) Government policy makers, and advisors such as certified public
accountants and bankers “need a conceptual framework for
understanding problems facing the small firm, analytical skills to
judge the viability of the entrepreneurial effort, and counseling and
administrative skills"; and

{3) College or university students "need, in addition to course work in
the technical areas of business, courses specifically aimed at the
peculiarities of new ventures and/or small business operations.”

Further, through a study of 401 Baylor University undergraduate
students majoring in entrepreneurship, business, and nonbusiness programs a
profile of the entrepreneurship student was developed, showing that
entrepreneurial students are "independent individuals who dislike restraining,
restriction, and the routine. They are capable of criginal thought, especially
under conditions of ambiguity and uncertainty., Many of them need to develop
better communication skills and to become more aware of how others perceive
their behavior.”"?%7

Sexton and Bowman, supra at 30, suggest that a course in
entrepreneurship should be “constructive and pose problems requiring novel
solutions under conditions of ambiguity and risk” with a "frustration factor
{in the form of inadequate data availability)"” included in the course as a
"barrier to the successful completion of a class project.”

Currently, i is estimated that there are 350 colleges and universities
offering entrepreneurial courses.?!'®* Perhaps a more revealing indication of
the status of entrepreneurial education at the post-secondary education level
is a recent survey of 100 college business schools throughout the United
States, which found that of the responding 76 schools:21'?

(13} 70 were engaged in some type of entrepreneurial education,
research, or service;

(2} 36 schools offered graduste level courses in entrepreneurship of
which 31 schools required a practicum of their students; and

(3} 52 schools offered undergraduate courses in entrepreneurship of
which 42 schools required a practicum of their students,

in general, the authors of the survey found that each school offered one
general course designed to focus upon the development of a new business,
covering topics such as basic planning, market analysis, and venture capital,
and that students often engaged in a consulting experience with a floundering
small business, typically through a Small Business I(nstitute.???

An example of an innovative entrepreneurial educational program is the
Center for Entrepreneurship at Wichita State University.?*?*!' The curriculum
for entrepreneurial studies is designed fto promote among the students and
business community an awareness and kKnowledge of the opportunities for
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entrepreneurship. It includes exploring the role and environment of the
entreprensur as well as the life c¢ycle of a business from start-up,
development or growth stage, and maturity stage. The entrepreneurship
curricula include courses for undergraduate and graduate studies such as
introduction to entrepreneurship, technical entrepreneurship, and
organizational innovation in entrepreneurship. {See Appendix { for listing

and description of the entrepreneurial courses.]

A notable program of the Center for Entrepreneurship is the special
three-week workshop "Entrepreneurship: Your Future in Business'. The
workshop is designed to provide a view of the American business system
through the "eyes” of the entrepreneurs, and to provide information to
budding entrepreneurs in assisting them in starting and successfully
operating a business.??? Instruction consists of a mix of guest speakers who
are prominent entrepreneurs, formal instruction by faculty, and a textbook
and selected topical readings.???

in Hawaii, there are at least four institutions of higher education that
provide some type of entrepreneurial education courses or program, or both.
The Entrepreneurial Studies Program at Hawali Pacific College {(HPC), a
private four-year coeducational institution located in downtown Honolulu, is a
major within the Bachelor of Science in Business Administration degree
program.*?* The Entrepreneurial Studies Program targets for enrollment
students or returning aduits, or mid-level career individuals who are
interested in the area of small business wventures or small business
management. The degree program requires 124 semester credits of which 23
semester credits must be entrepreneurial studies program course work. The
entrepreneurial studies program includes courses on subjects such as personal
finance, small business management, contemporary entrepreneurship,
franchising, a small business consulting seminar, and marketing strategies.
The entrepreneurial studies student is also required to obtain a practical and
pertinent work experience through internship positions that may be sponsored
by private sector individuals,

According to HPC, private sector participation in its Entrepreneurial
Studies Program has been in the areas of cooperation in curriculum
development, sponsorship of student internship positions, as well as private
sector individuals serving as guest speakers and adjunct professors.

The College of Business Administration (CBAJ, University of Hawaii, has
a policy to encourage small business development and entrepreneurship
development is a high priority for the CBA.?%*® The Pacific Business Center
Program®?® within the College of Business Administration at the University of
Hawaii--Manca Campus, is designed to provide management and technical
assistance services, consultations, and research services to businesspersons
in Hawaii, the American territories of American Samoa and Guam, and the
Commonwealth of Northern Mariana istands. Business graduate students, in
addition to university faculty, are available to work with groups to provide
assistance in various specialized areas ranging from business communications
to strategic planning. The CBA is considering proposing, subject to its
external review, the establishment of an Entrepreneurial Development institute
(ED1) as a self-sustaining not-for-profit center that would be integrated with
the curriculum and courses of the CBA.?*7 Basically, according to the CBA,
the ED! would receive income from work provided to businesses such as
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business plan preparation and marketing research. According to the CBA, an
entrepreneurial curriculum would need to be developed as an alternative to,
as pointed out by students and the local business community, the traditional
business curriculum which tends to prepare students for middle management
positions in large firms.

The Kapiclani Community College (KCC) has recently established a
Business Assistance Center (BAC)?*2?? at KCC's Diamond Head Campus for the
purpose of providing educational programs and support services to existing
businesses and potential entrepreneurs. The $48,000 initial funding for the
BAC was derived from federal vocational funding with matching state
grants.22® The BAC's "major focus is on its commitment to human resource
development” through the delivery of short-term, noncredit courses and
workshops in the areas of business, communications, computers, international
business relations, and office automation.?®*? According to KCC, for the fall
1987 semester, the BAC will offer courses on subjects such as records
management, business writing, doing business with the Japanese, office
automation, and personnel management. Course fees range from $20 to $70
per course. The BAC uses professionals in the community to teach a course
in their area of expertise. Instructors are paid at an hourly rate, depending
upon the instructors’ level of expertise and the uniqueness of the subject
matter. The BAC also plans to offer a series of business start-up courses
beginning in February 1988. The courses include subjects such as starting a
business, pricing a business, business evaluation, and state and federal labor
and tax laws affecting the small business entrepreneur.

windward Community College located in Kaneohe, Qahu, offers a credit
course in starting a business which focuses upon the development of a one-
vear business plan.?*** The course activities include selecting a business,
devising a marketing system, financial planning, and budgeting decisions for
start-up capital and financial analysis and financial statements, and selecting
a legal form of business,

Although a few states provide programs that expose grade school
students to entrepreneurial concepts,?*? it is suggested by one writer that
"experienced based educational programs that incorporate role models should
be developed to foster” the psychological characteristics found in elementary
school students such as 'persistence, academic ability, and creativity."??*?
At least two states, Ohio and Texas, each have a program which focuses on
increasing awareness of entrepreneurship for grade school teachers who then
may integrate it into their curriculum. Ohio's Entrepreneurship for Kids
Program, provided by the state Department of Vocational/Technical Education,
is a4 one-day in-service course for kindergarten to high school teachers which
provides general information on small businesses and learning resources to
help students consider and evaluate career cholces.?®* in Texas, the
Teacher Practicum--Entrepreneurship Awareness and Training for Public
School Teachers Program provided by the University of Texas-Austin, is a
six-week training session in which the teachers become part of a sponsoring
company's team enabling teachers to gain firsthand experience in the
operations of a corporation.?*?

in Hawali, Junior Achievement of Hawail, Inc., offers four distinct

economic education programs geared for students in grades 4-12.%%°  Junior
Achievement, a private entity, enlists the participstion of iocal companies
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which provide volunteer teaching business consultants and funding to finance
the organization. Three of the programs are in-school programs and one is
an afterschool program. All in-class program materials are provided at no
cost to participating schools. In the afterschool program (the initial program
of Junjor Achievement since its beginning in Hawaii in 1957}, high school
students, in a 20-week period operate 'mini-enterprises” in which they go
through the life cycie of a business: selling the company’s stock, producing
and marketing products or services, preparing and issuing annual reports,
and distributing dividends to investors.??7

According to Junior Achievement of Hawaii, Project Business is 3
supplement to existing social studies curriculum at the junior high school
(grades 7-9) level and is available in 30 public and private schools
throughout the State. Volunteer teaching business consultants, during a
semester, conduct once-a-week discussion sessions and activities on topics
such as the principles of supply and demand, capital and financial
institutions, and career opportunities.?*® Applied Economics, another in-
school program, is a one-semester credit course in economics for high school
students in 12 public and private schools on QOahu, taught by a classroom
economics teacher who is assisted once-a-week by a business consultant.?3?
According to Junior Achievement of Hawaii, the Applied Economics Program
includes student texts and workbooks, teacher and consultant manuats, and
audico visual and computer-based simulations. The classroom teacher and
business consultant work in tandem to teach economic theories and to clarify
economic concepts by providing practical experiences and software
applications.

The most recent program is Basic Business. According to Junior
Achievement of Hawaii, this program is designed for elementary school
students (grades 4-6) and is conducted by trained high school students who
introduce participants to private enterprise through four one-hour sessions
which include such topics as business organization, management, production,
and marketing. Students currently in the program are Girl Scouts and
students from two private schools,2*®

Although the state Department of Education (DOE) "does not have a
formally articulated policy specific to entrepreneurship education”, the
department believes that "entrepreneurial concepts can and should be infused
into all vocational-technical program areas.”?*!' The DOE also has established
working relationship with the Junior Achievement, and with business-related
groups in the development of course guides for economics and consumer
education.?%?

Programs or courses offered by the DOE that possess, to a limited
extent, an indicia of entrepreneurial education, include, but are not limited to
the Cooperative Distributive Education Program, the Supervised Occupational
Experience Programs in agriculture, marketing and distribution, business
principles and management, and business law.?*?

The Cooperative Distributive Education Program provides the high school
student with classroom instruction, and part-time work experience in
marketing and distribution. Classroom instruction focuses on developing the
following: 2%* "(1] a marketing competency--selling, sales, promotion,
buying, operation, market research and market management; (2) technology
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competency--product or service; (3) a basic skill competency--application of
communication and mathematical skilis; (4) a social competency--human
relationships; and {5} an economic  competency--understanding  the
environment for the economy.”

According to the DOE, the Supervised Occupational Experience Program
(SOEP) in agriculture "consists of planned activities usually conducted outside
the scheduled <c¢lass time in which the student develops and applies
agricultural knowledge and skills. The SOEP typically involves production
and sale of agricultural products with appropriate record keeping.'"?*®

in summary, entrepreneurial education at the secondary and post-
secondary levels has been and is being provided by public and private
educational institutions in Hawaii as it is in other states as well. A recurring
problem is one of defining entrepreneurtal education or entrepreneurship.
Apparently, depending upon an institution's or state's policy, a wide variety
of programs and courses can be labeled as entrepreneurial. A uniform
definition or a generic definition specifying the particular types of
entrepreneurial subject matters would not necessarily be helpful, since the
task of identifying innovative subjects relative to business development would
be cumbersome, if not impractical. Perhaps, the definition of entrepreneur
suggested by Sexton and Bowman, supra at 21, may serve as a useful guide
for those planning to establish or expand an entrepreneurial curriculum.

The private business sector is a valuable source of experience and
knowiedge. Garnering the participation of trained individuals from the
various fields within the business community to provide assistance in
developing an entrepreneurial curriculum, or serving as instructors, or both,
is beneficial and is being accomplished localiy by several public and private
educational institutions.
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Chapter 4

PROBLEMS AND ISSUES OF SMALL BUSINESSES

I. Past Problems and Issues Concerning Small Businesses!
Overview

In 1959, there were a total of 9,406 business establishments {single
establishments, except that nonmanufacturing industries in which an employer
was a group or single establishment located in the same county were
considered as one reporting unit), of which 8,362 had fewer than 20
employees and 866 had 20 or more but less than 100 employees.®* Of the
8,362 business establishments with fewer than 20 employees, 59 per cent or
4,795 were establishments with three or fewer employees.?®

in 19680, a survey was conducted in which over 3,700 guestionnaires
were sent to small business owners and operators in Hawali. The survey
formed the basis of a report which discussed the problems and needs of small
businesses as well as providing an overall economic picture of small
businesses within the confines of the survey sample.® Some of the more
pressing problems faced by small businesses were:?®

(V} The lack of managerial skills on the part of owners and operators
who possess a few business skills and, vyet, undertake other parts
of the business without adequate knowledge.

(2) The lack of information regarding general business conditions and
market conditions which may affect a particular business.

(3 The difficulty in attracting investment capital, e.g., risk or
venture capital and long-term loans into small businesses. Part of
the difficulty in attracting investment capital is the resistance of
small businesspersons to relinquish control of the business such as
decision-making in the use of funds and profits as in the case of
equity financing.

(4} The high, unfavorable, and discriminatory state and federal taxes
coupled with the increased complexity of laws were not only
problematic, but also made it difficult for the small businessperson
to understand or keep pace with the applicable laws.

{5} The over regulation of business by government. The small
businessperson alse disiiked government competition with business
in which a government agency performs a service or produces a
product.

The survey findings aiso indicated that the broad areas of competition
from other businesses, cost control and accounting, insufficient working
capital, and ‘taxation were among the most serious preblems for small
businesses.® In addition to the survey findings, the authors of the
aforementioned report had formulated certain hypotheses on the needs of small
business in the areas of general management, personal characteristics of the
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owner, financing, business records, merchandising, market information,
competition, labor, government, taxation, and business environment.’ (See
Appendix J.)} The survey findings and the authors’ hypotheses were not
incongruent to one ancther.

These problems and needs undoubtedly affect the survival of a business.
The study identified ten broad problem areas and the most significant specific
problems which contributed to the failure of a business {see also Appendix
K):*®

{1) Personal characteristics--inappropriate experience

{2) Records and expenses--controlling expenses, financial management
{3) Market conditions--price competition

{4) Merchandising--inadequate pricing and inadequate service

{3) Financing--lack of working capital

(6) Neglect of business--outside interests, part-time business, and lack
or loss of interest

(7) Dishonesty, fraud, or questionable practices--personal withdrawal of
business funds

{8) General management--disagreement or lack of communication among
persons in management

(3} Personnel--handling employees or maintaining good personnel
relations

(10} Market information--lack of knowledge of market or market research

The most common cause of business failure was the owner’'s or manager's
lack of business experience. A fairly recent nationwide survey of small
business owners and managers reaffirms the above and suggests improving
and increasing management education as a means to reduce small business
failures.?

From the above, it is evident the primary cause of business failures is
internal and controflable by management. External causes of business failures
which are beyond the control of management such as high interest rates,
taxes, and governmental regulations play a less significant role in whether a
business succeeds or fails.

On the other end of the spectrum, business success is a very ambiguous
or amorphous term and means different things to different people. According
to Winter and Scott, supra at 229, indicators of business success were growth
in sales, growth in net worth, growth trends in profits and fixed assets, and
the owner's pleasure or pride in work and business.
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Further, several key factors for the success of small business have been
identified in a recent empirical study of the perceptions of successful small
business owners and managers in Montreal, Canada and several eastern states
in the United States.'® Key factors identified include: !

{1} Entrepreneurial behavior which includes personal
characteristics such as 'intuition, extrovert, risk taking,
creativity, flexibility, a sense of independence, and a high
value of time";

(2) Managerial skills which include a niche strategy, effective
management of cash flow, a simple but efficient budgetary
system, pre-ownership experience, education, and a simple
organization structure'';

(3) Interpersonal skills which include "a good relationship with a
credit officer {banker), good customer relations, good employee
relations and good interpersonal skills".

in summary, past and present internal or managerially controllable
problems which contribute to the failure of a business are not dissimilar.
The lack of adequate business experience remains the major or most common
problem contributing to the failure of a business. Although external or
managerially uncontrollable factors such as taxation, governmental regulations,
and high interest rates may pose problems to small businesses, they are less
significant in terms of contributing to business failures.

Recognition and utilization of the personal characteristics or attributes of
successful small business owners and managers provide a valuable tool for
improving the operations of a business, as well as for the development of an
entrepreneurship education curriculum which is attuned to the idiosyncrasies
of entrepreneurs, in general.

1. Current Problems and lIssues of Interest to Small Businesses

Today, small businesses in Hawaii have organized themselves into various
associations and organizations which provide its members not only an
environment conducive to the sharing of information and ideas, but aiso a
voice of advocacy within the legisiative arena. This section discusses the
identified issues of high priority or greatest concern to the small business
community. %

The Governor's Small Business Advisory Committee (GSBAC) served as
the primary entity from which the high priority or most imporfant issues were
identified, '* For purposes of this study, since a significant number of
businesses are members of either cne or more of the member organizations of
the GSBAC (e.g., the National Federation of independent Business (NFIB)
has a local membership of nearly 7,000}, the GSBAC was the most practical
entity from which to ascertain the high priority problems and issues of the
small  business community. The GSBAC is comprised of thirteen
representatives from the private secter and state executive branch, all of
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whom are appointed by the Governor. A list of the current members of
GSBAC is provided in Appendix L.

in general, the identified high priority or most important problems and
issues for small businesses are within the areas of tort reform, workers’
compensation, unemployment compensation, privatization of government
services, prompt payment for government purchases of goods or services from
private vendors, and mandated health care benefits.'® The specific issues
within each of the above general areas are discussed in the following
subsections.

A. Prompt Pay

During the 1984 regular session, the lLegisiature enacted Act 235, which
amended section 103-10, Hawaii Revised Statutes, to require state or county
agencies to pay for goods or services no earlier than 30 days except with the
approval of the comptroller, but no later than 45 days following the receipt of
statement or satisfactory delivery of goods or performance of services,
whichever is later. Prior law allowed for a 60-day payment period. A
provider of goods or services who has experienced a delay in payment from a
state or couniy agency is entitled 1o 12 per cent interest on the unpaid
principal balance from the paying agency commencing on the forty-fifth day
following the receipt of the statement, or satisfactory delivery of goods or
performance of the services, whichever is later, and ending on the date of
the warrant. Act 235 also provided for certain exceptions where delay in
payments were due to, e.g., a labor dispute, power or mechanical failure,
acts of God, or any similar conditions beyond the control of the State or
county.

Extensive testimony from various business organizations advocated the
30-day payment period for goods or services purchased by state or county
agencies, A major concern of the business organizations was that late
payments, particularly to small businesses, affects cash flow, e.g., the small
business owner may have difficulty in paying its suppliers or in having
sufficient cash reserves to pay for ordinary operating expenses. Further,
small businesses usually do not have the financial resources to carry a
delinquent customer account for an extended period of time.!®

Gn the other hand, the testimony of the Department of Accounting and
General Services (DAGS), stated that merely changing the payment time
period from 50 to 30 days will not have any substantial effect because of the
two distinct processes for state payment, i.e., individual agencies {paying
agency) processing time for vouchers and DAGS processing time for review of
the agency's vouchers and subsequent issuance of the warrant (check).*®

The Legisiature, during the 1985 regular session, through Act 281,
again amended section 103-10, Hawail Revised Statutes, by requiring state
and county agencies to make payment no later than 45 days after a statement
is received or satisfactory delivery of goods or services performed, whichever
is later, and eliminating the 30-day payment restriction.

Testimony from various business organizations indicated that a2 problem
had arisen under prior law in which payvments could not be made prior to 30
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days after receipt of statement or satisfactory delivery of goods or services
performed, unless the comptroller approved the payment. In essence,
providers of goods or services to state and county agencies could not be paid
before 30 days even if payment would be ready to be disbursed prior to the
thirtieth day.*”’

GSBAC's recommendation for 1988, is to require state and county
agencies to pay all bills within 30 days of receipt of invoice from the provider
except for certain products and industry customs, and to require automatic
payment of interest penalties at a rate of interest may be equal to the
provider's cost of short-term money {conformance with Model Prompt Pay
Legislation}.

The DAGS has commented on certain provisions of the Model Prompt Pay
Legislation, indicating, in general, that the Model Prompt Pay Legislation, as
written may not be suitable for implementation due to certain inappropriate
provisions which would not ease the facilitation of government payment for
goods or services to private providers. See Appendix M for comments of the
DAGS relating to the Model Prompt Pay Legislation.

Under the federal Prompt Payment Act'® federal agencies are required to
pay providers of goods or services within 30 days after receipt of a proper
invoice for the amount due if a specific date is not established by contract.
There is a 15-day grace period following the 30-day payment period within
which an agency may make payment without a penalty.!?

Whether or not a mandated 30-day payment period should be implemented
rests upon the consideration of wvarious factors, e.g., the cost-benefit
involved, its impact upon the present system, and the capability and available
resources of DAGS. A study relating to a 30-day payment period is
presently being conducted by DAGS. Until such time the final report of
DAGS's study is available, it would be premature to form any conclusions or
recommendations.

B. Unemployment Insurance

One of GSBAC's recommendation for 1987 is to extend, for subsequent
yvears, the adjustment in the taxable wage base from which an employer's
contribution to the unempioyment insurance tryst fund is computed under Act
240, Session Laws of Hawaii 1987.2°¢

Under the Act, for calendar year 1888 only, the taxable wage base does
not include wages paid during that calendar year which exceed the following
limits, according to the ratic of the current reserve fund to the adeguate
reserve fund:

(1) tf the ratio is .80 or less, then wages do not include 100 per cent
of the average annual wage;

(2) If the ratio is greater than .80 but less than 1.2, then wages do
not include 75 per cent of the average annual wage; or
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{(3) If the ratio is 1.2 or more, then wages do not include 50 per cent
of the average annual wage.

It was anticipated that the Act "will apply an additional adjustment factor
to the unemployment insurance financing structure, which together with the
existing fund scolvency contribution rate, will more effectively respond to
rapid increases in the fund balance in excess of the adequate reserve lavel,
while ensuring that the collections are sufficient to maintain program
solvency.?!  This contribution rate adjustment was estimated to 'save
employers approximately $20 million in calendar vear 1588.727%

However, whether and to what extent this new formuta will benefit small
businesses remains to be seen. Any pertinent information regarding the
effects of Act 240 will not be available until compilations can be made which
will be after 1988. Thus, an extension of Act 240 would be premature until
such time information is available to perform an adequate review and
assessment of the effects of the Act.

GSBAC's other recommendation is to prohibit strikers from receiving
unemployment compensation benefits regardless of work stoppage at the
employer's establishment. Under section 383-30(4), Hawaii Revised Statutes,
an individual would be disqualified from receiving unemployment benefits if
the unempioyment is due to a "stoppage of work, which exists because of a
labor dispuie at the factory, establishment, or other premises at which the
individual is or was last employed.”?® Thus, before an individual is
determined to be disqualified to receive unemployment compensation benefits,
there must be a labor dispute and a stoppage of work.?* The dispositive
factor is whether there is a stoppage of work, which is a "substantial
curtailment” of the business activities at the employer's establishment.?® "lIn
determining whether substantial curtailment has occurred, the test is whether
a strike substantially curtails an establishment's essential function or basic
business activity."?®

During the past five legisiative sessions, there were a total of at least
eighteen bills introduced relating to the denial of unemployment benefits and
additional unemployment benefits for employees engaged in strikes, or to
repeal the work stoppage requirement. However, none of the bills moved any
further than f{first reading within their respective house of origin. Thus,
there does not appear to have been any open legislative debate on this issue
in recent years.

Proponents who favor denying strikers unemployment compensation
(during the period of the strike) argue that small businesses with positive
reserves, of which a majority of the employvees are non-unionized, contribute
to the unemployment fund from which strikers may receive compensation and
thus, in essence, are subsidizing the larger businesses with negative
reserves in construction, agricuiture, and other cyciical industries of which a

majority of employees are unijonized. in  short, the unemployment
compensation fund should not be the source of compensation for strikers, [t
is suggested that all parties should be accountable for their actions, i.e.,

strikers should not be allowed to receive unemployment benefits, while those
who are locked-out by the employer should receive them.?’

67



SMALL BUSINESS: CURRENT PROBLEMS AND QPPORTUNITIES

in inter-~Isiand Resorts v. Akahane, the Hawaii Supreme Court stated:?®

It is argued that the interpretation of "stoppage of work" as
referring to the place of employment would require an employer to
subsidize the empioyees, or former employees who are out on strike.
The countervailing argument is that under this criterion, when the
strikers first qualify for benefits the employer has already resumed
normal operations by the hiring of permanent replacements and the
strike, as an economic weapon, has lost its potency. These are
arguments invelving policy and properly should be addressed to the
legislature rather than the courts.

Thus, whether strikers should or should not receive unemployment
compensation benefits is ultimately a policy decision which must be made
by the Legislature. The wvarious proposals currently in the labor
committees of both the Senate and the House of Representatives,??
provide ample vehicles for open legislative debate on this issue should
the Legislature decide to consider the matter.

C. Workers' Compensation

GSBAC's recommendations for 1988 are the repeal of the workers'
compensation state fund, and to provide an owner-employee the option to be
exempt from coverage under the workers compensation laws.

The Hawaii workers compensation state fund (Fund), codified as chapter
386A, Hawaii Revised Statutes, was established by Act 296, Session faws of
Hawaii 1985. The purpose of the Fund "is to sell workers' compensation
insurance at the lowest actuarially responsible price”, and to serve as a model
for and to be competitive with private workers' compensation insurance
carriers.®® The Legislature recognized this as an alternative system for
providing workers' compensation insurance which was necessary to relieve the
"insurance crises confronting employers and businesses in Hawaii brought
about by skyrocketing costs of workers' compensation insurance coverage in
recent years. !}

Opponents of the Fund argue that a state-operated workers'
compensation insurance fund is not needed nor will its operation be cost-
effective as a means to decrease workers' compensation insurance rates. Some
of the reasons advanced in opposition to the Fund are that the State does not
have the necessary insurance expertise, the Fund is limited to underwriting
coverage for employers within the State, and that the Fund will require
substantial initial funding and operating costs.??

The Fund is a nonprofit entity administered by a five-member board of
directors, appointed by the Governor. The Fund becomes operational upon
funding by special appropriation by the (egisiature.’? During the 1987
legislative session, Act 381 appropriated $150,000 to sponsor a conference to
discuss and examine appropriate methods to implement the objectives of the
Fund. The Department of Labor and Industrial Relations (DLIR) was
regquired to report the findings and recommendations of that conference to the
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Legislature for the 1988 Reguiar Session, which will provide a basis for
discussion and debate.’*

Generally, the workers’ compensation law provide compensation to
employees for work-related injuries and disease "arising out of and in the
course of the employment or by disease proximately caused by or resulting
from the nature of the employment.”®% All employers with employees are
required to provide workers compensation coverage, except for certain
services excluded from the definition of “employment" such as domestic
services performed by an individual in the employ of a recipient of social
service benefits; services performed by a corporate officer without wages for
a corporation without employees in which the officer is at least a 25 per cent
stockholder; and services performed by an individual for another person for
solely personal, family, or household purposes, subject to renumeration
limitations.*®

GSBAC's recommendation would provide another exclusion from the
definition of employment under the workers' compensation laws for an owner-
employee. During the 1987 Regular Session, several bills relating to
exempting family members of a family-owned business or agriculture
corporation from workers compensation coverage, were introcduced but not
acted upon beyond first reading in their house of origin.

However, a senate bill introduced during the 1887 Regular Session
provided for an exclusion from workers' compensation coverage for services
performed for a corporation by an individual who is concurrently an employee
of another corporation and services performed by an individusl for a
corporation in which the individual owns a 51 per cent interest in both
corporations or the corporation, as the case may be. ¥’

Those who favor giving corporate owner-emplovees the option of
exempting themselves from coverage under the workers' compensation laws
argue that these owner-employees should be treated similarly fo sole

proprietors. Presently, corporate owner-employees are required to pay
workers' compensation insurance premiums. It is suggested that since any
claim filed by corporate owner-employees will lead to an increase in their

premiums, many corporate owner-employees will not file a2 claim and continue
to work despite an injury, and thus, not take advantage of workers'
compensation benefits.®*® It is also suggested that the exclusion of corporate
owner-employees from workers' compensation coverage will be "at a relatively
minimal cost to the state.”?*?

The degree or extent of impact upon the present workers' compensation
system if corporate owner-employees are excluded therefrom is currently
indeterminable, according to the DLIR; however, the DLIR has expressed z
concern that if an owner-employee exemption which includes the owner-
employees’ family is enacted, the exemption should not be optional.*® Thus,
an assessment of the impact or effects of the above exciusion should be
performed prior to any action on this particular issue.
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D. Tort Reform

GSBAC's recommendations for 1988 call for establishing a cap on
contingency fees, a sliding scale for attorneys’ fees in tort actions, and to
abolish joint and several liability totally,

During the 1986 Special Session, the Legislature enacted S.B. No. S§1,%!
which provided wvarious tort reform measures, of which changes were made
regarding attorney's fees, and joint and several liability among joint
tortfeasors. Section 671-2, i ised Statutes, relating to attorney's
contingent fees was repealed and replaced with section 607-15.5 which
provided that after a judgment has been entered, attorneys’ fees for both
plaintiff and defendent shail be limited to a reasonable amount as approved by
a court having jurisdiction of the tort action. In the case of a settlement,
plaintiffs’ or defendants’ counsel may request that the amount of their
attorney's fees be subject to court approval.

Under section 663-10.9, {Hawaii Revised Statutes, joint and several

liability among joint tortfeasors was partially limited. One of those limitations
was that if a tortfeasor's degree of negligence is found to be less than 25 per
cent under the comparative negligence law (section 663-31, Hawaii Revised
Statutes) in certain cases, then the amount recoverable against that tortfeasor
for noneconomic damages (e.g., pain and suffering, mental anguish, loss of
consortium, loss of enjoyment of life, and disfigurement) is limited to the
degree of negligence assigned.

During the past several years legislative debate on tort reform has been
vigorous, and apparently will continue at that level for the next several
vears. For example, in 1987, several bills*? were introduced relating to
establishing a cap or sliding scale on attorneys’ fees, and to abolish several
excepticns for joint and several liability under section 663-10.9, Hawall
Revised Statutes.

Those who advecate a cap or sliding scale on plaintiff's attorney’s fees
suggest that it would increase monetary recovery on the part of the injured
client, discourage nonmeritorious claims, and lower the overall costs of the
litigation.“?®  Further, although section 607-15.5, Hawaii Revised Statutes,
provides that attorneys' fees are limited to a "reasonable amount” as approved
by the court, there remains a significant amount of discretion for the trial
judge in determining what a "reasonable” attorneys’ fee is.

On the other hand, opponents to a cap or sliding scale on attorneys’
fees argue that a statutory restriction on victim's attorneys' fees would
discourage meritorious claims "because many victims with legitimate claims
would be unable to afford to pursue their legal rights."** With regard to the
reasonableness of attorneys’ fees, it has been suggested that the experienced
trial judge in personal litigation is in the best position to determine the
fairness or reasonableness of the attorneys’ fee, on a case by case basis. *®

The major objection against the doctrine of joint and several liability
stems from its effect upon one joint tortfeasor who may be required to pay
the total amount or disproportionately large share of a judgment if one or
more of the other icint tortfeasors are insolvent. This can result in a
"grossly  unfair  allocation of payments among defendants that bear no
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resemblance to their actual fault."*® It is advocated that a defendant pay
only the amount which is in direct proportion to the degree of negiigence
assigned.

On the other hand, to totally abolish joint and several lability among
joint tortfeasors would deny the victim-plaintiff recovery of just compensation
for injuries sustained or death as a result of the actions of joint tortfeasors
who are insolvent.

it is evident that the concept of fairness is the significant factor which
forms the basis for the arguments for or against these two tort reform issues,
if not for tort reform in general. What is fair to one person may not be fair
to another. In essence, it is a policy question which should be answered
only after careful consideration of each proposal. There have been numerous
variations of tort reform measures considered by the Legislature in recent
vears. Act 2 of the First Special Session of Hawaii 1986 was a compromise
package of tort reform measures. Whether tort reform is the answer for
reducing or curbing liability insurance cosits remains to be seen, in terms of
practicable application of tort reform measures. To that end it is significant
to note that the Insurance Commissioner is required by Act 2 to prepare and
submii to the Legislature in 1988 and 1989, closed case reports containing an
evajuation of the operations and effects of the Act. 7To make revisions to a
complex law before meaningful and relevant data are available for
consideration would be premature.

E. Privatization

Privatization means a conversion of the provision of government services
to the private sector through various methods, one of which is by contracting
out to private businesses certain services performed by the state government.
The need to privatize government services have been centered on anticipated
reductions in federa! aid to the states. Presently, a majority of the states
are contracting with businesses for services such as the delivery of various
direct social services, operation and maintenance of sewage and water
treatment facilities, building maintenance services, and the operation of some
juvenile institutions.*’ In at least one state, Florida, the estimated annual
savings from privatization of public services range from $500 million to $1.2
billion.**®

Some of the arguments against privatization are that public employees
will be displaced, wage standards need to be set at the prevailing rate (using
public employees’ wages), and that it will result in an overall decline of
government services, e.g., inefficiency of service providers.*? However,
according %o Morgan, supra at 44, in Los Angeles where “over a thousand
county employee positions were privatized most of the employees were shifted
to the private sector or abserbed by other levels of government.” Further,
it is suggested that the concern over wage standards and the overall decline
in government can be resolved through open competition in the marketplace
and through contractual covenants which would ensure the provision of
quality services to the public.®?

If privatization is a means of reducing government expenditures while
mainfaining an adegquate level of services to the public, and which will not
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displace government employees, then further review and study on the
feasibility of privatization of government services is warranted. GSBAC's
recommendation on establishing a task force of qualified individuals to
investigate and recommend policies on privatization is a viable mechanism for
examining the feasibility of privatization of state and local government
services.®!?

Since GSBAC is comprised of local business representatives with
knowledge about privatization issues it would be an appropriate body upon
which the task force couid be built. Additional members of the task force
should include other government officials representing the University of
Hawaii, Department of Education, the Judiciary, the Department of Budget
and Finance, legislators, and appropriate union representatives.

tn  examining the feasibility of privatization, the task force should
investigate and review, at a minimum, the following:

{1) tdentify and assess the present extent of contracting out
government services to the private sector;

{2} lIdentify and assess other governmental services which may be
privatized at a cost savings without decreasing the quality of
existing services, and which will not displace government
employees;

(3) Review state laws and rules which might inhibit privatization as well
as to ensure that public interests are protected if privatization is
expanded; and

{4) Review other privatization options such as franchise agreements and
divestiture of government responsibility for a service or services.

The report of the task force will serve as an effective tool for
government decision makers in determining whether privatization is a viable
and effective method in reducing government expenditures without

jeopardizing the quality of services to the public and displacing government
employees.
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Chapter 5

FINDINGS AND RECOMMENDATIONS

A. Small Business Incubators

Findings. The business incubator concept is a wvaluable tcol for
assisting small, young businesses to grow and develop in an environment
conducive to the sharing of ideas and reduction of operating and overhead
costs. Further, the incubator concept can be and has been adapted to meet
the particular needs of businesses or a community. Experience from other
state or municipally sponsored business incubator programs has shown that
many businesses previously housed in incubator facilities during their early
stages of development have matured into successful enterprises providing new
employment opportunities in a particular locality.

The planned Manoa Innovation Center is not the product of a state
incubator program. Rather, it is designed as a high technology incubator
facility proposed by the state High Technology Development Corporation,
funded thus far entirely by state funds., Thus, the Bureau finds that the
establishment of an incubator program which is designed to allow flexibility in
the structure and operation of the facility, as well as requiring the
participation of private sector funds for the facility, is an effective economic
development vehicle which, in addition to benefitting targeted businesses will
foster public-private partnerships which are essential to the expansion of
business development incentives.

Recommendations. The Bureau recommends the Legislature consider:

{1) Establishing a state business incubator program with a primary
purpose to create quality jobs and diversify the economy, and
which should include, at a minimum:

(A} A requirement for a feasibility study to assess the demand and
market for an incubator facility within the proposed community
or locality;

{BY A financial matching requirement at least equal to the amount
of funds provided under the program for the astablishment and
operation of an incubator facility;

(C} Establishment of an incubator revolving loan fund which may
be similar to the Hawaii Capital Loan FProgram, chapter 210,
Hawaii Revised Statutes; and

(D) Allowance for flexibility in the operation of an incubator
facility. {See Appendix N for selected state incubator
programs); or, if the Legislature chooses not toc estabiish a
state business incubator program;

{2} Encouraging the counties to promote the development of private

incubator facilities through the use of federal funds such as
Community Development Black Grant {(CDBGY funds and employment
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training assistance funds and tax credits, such as the Job Training
Partnership Act and the Targeted Jobs Tax Credit, and proposing
areas for designation as enterprise zones under chapter 209E,
Hawali Revised Statutes.

B. Capital Formation
3. Venture Capital

Findings. in general, small businesses, especially new start-up
businesses find it difficult to secure venture capital during their early stages
of development. Traditional venture capitalists usually seek high growth,
high technology oriented firms that will develop and produce a product that
will sustain itself in the marketplace for a period of time sufficient to receive
a return on their investment comparable to the risks involved. As noted
previously in Chapter 3, part B, one of the reasons for the inability of small
businesses in the early stages of development to obtain financing for that
period is the wunwillingness of traditional wventure capitalists to make
investments in those firms. In providing small businesses greater access to
venture capital, at least 28 states have initiated wvarious types of venture
capital programs using differing approaches such as (1) the creation of 3
public sector fund, (2} the creation of a state-initiated private fund, (3) the
use of tax incentives to induce private sector investments in a venture capital
fund, (4) the use of a quasi-public entity to operate a program, and (3) the
use of public pension fund investments.

The provision of venture capital to small businesses during their early
stages of development is important to enable them to grow and mature into
viable enterprises, which in turn will provide greater employment
opportunities for citizens of, and increasing revenues to, the State. Not all
small businesses will succeed nor generate new jobs. The marketplace will be
the final arbifer as to who succeeds or fails. Nonetheless, state assistance in
providing small businesses access to venture capital will open the door for
these businesses to enter the marketplace, who otherwise might be shut out.

The Department of Business and Economic Development (DRED) is
presently conducting a study pursuant to Senate Concurrent Resolution No.
166, S.D. 1, adopted during the Regular Session of 1987 on the issues and
problems surrounding the formation and availability of venture capital in
Hawaii. Without a clear picture of the specific needs in Hawaii, a proposal
cannot be tailored to provide a workable solution. [n any case, the venture
capital programs described in this report provide a basis for discussion in
examining the types of programs appropriate for the State to implement if
there is a substantial need on the part of Hawaii businesses for venture
capital, particularly in early stage financing.

The Bureau finds, however, with due consideration to the extent of
services currently provided by DBED's Small Business [nformation Service,
that the venture capital information and referral services should be
structured in a more formal manner to provide greater accountability for and
confidentiality of business proposals for referrals fo venture capitalists.
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Recommendations

(1)

(2)

If the Legislature determines that wventure captial information
activities of the Small Business Information Service within the
Department of Business and Economic Development should be
expanded, we recommend that section 211E-3(b)}, Hawail Revised
Statutes, be replaced with the following statutory provisions:

(b} The department o¢f Dbusiness and economic
development in establishing a venture capital information
center shall diligently endeavor to operate the center as
a clearinghouse for information on venture capital
investment opportunities. The center, among other
services necessary to accomplish the purposes of this
section, shall:

(1} Solicit, cowpile, profile, and maintain current
information describing opportunities for venture
capital investment in new or expanding
businesses;

(2) Identify active formal and informal investors
and profile their distinguishing investment
objectives;

(3) Provide a timely, confidential, and objective
referral system serving investors, inventors,
and developers;

(&% Maintain statistics on the operation of the
center including but not limited to the number
of profiled investors, number of inventors, and
developers, the number of referrals, and number
of referrals resulting in investment; and

(5) Advertise and promote the center.

The center in making referrats shall not engage in any advisory or
evaluative function. The department may charge a reascnable
referral fee for services rendered %o investors, inventors, and
developers.

Amend chapter 211E, Hawaii Revised Statutes, by adding a new
section to be appropriately designated and to read as follows:

§2118- Repwrts. The department of busipess and
economic development shall report on the venture capital
information center's activities, as of December 31 each
vear of operations under this chapter to the governor, the
president of the senate, and the speaker of the house of
representatives, on the progress made under this chapter
inciuding any compilations of data required €to be
maintained under section Z11E-3. These reports shall be
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submitted not later than February 1 immediately following
the period covered by the report.

2. Public Pension Funds

Findings. The use of public pension funds for investment in venture
capital vehicles, particularly in providing capital for the early stage
development of small businesses is an attractive, but not necessarily a
conservative, type of investment made by administrators of those funds. As
noted previousiy, investment in companies in the seed capital and start-up
phases of development, are generally considered too risky for commercial
lending institutions or unattractive to traditional venture capitalists.

in some states that have authorized public pension fund investments in
venture capital vehicles, the approach taken is through passive investments
or indirect investments as a limited partner in venture capital enterprises.
As a limited partner, the role of the public pension fund is limited to
providing a certain amount of capital and in sharing in the risk of any loss.
The venture capital enterprise’'s investment portfolioc would be managed by the
general partner or partners. Since the risk of loss and exposure to liability
is limited, the passive or indirect investment approach appears to be more
appropriate than direct investments for using public pension funds for
investment in venture capital vehicles.

Recommendations. [f the Legisiature determines that public pension
funds should be used for venture capital investments in early stage financing
for small businesses which have the potentiai for generating new jobs and
diversifying the economy, the Bureau recommends that section 88-119, Hawaii
Revised Statutes, be amended to aliow the Employees' Retirement System of
the State of Mawaii to pool up to one per cent of the total amount of the
system's funds with other investors in professionally managed venture capital
limited partnerships. The term "venture capital limited partnership” may be
defined as a business engaged in investments for the development and
commercialization of any product, device, or process having the potential to
create new jobs and diversifying the economy of the State or to increase the
availability of venture capital in the State. In amending section 88-118, the
prudent person standard should be included in the statutory language.

3. Loan Programs

Findings. Six state loan programs in Hawaii now provide financial
assistance to targeted businesses such as small businesses and businesses or
individuals engaged in innovative product development, or to businesses
within certain industries such as agriculture, agquaculture, and the fishing
industry. The U.S. Small Business Administration administers several [oan
programs targeted for small and minority businesses, and the Small Business
Innovative Research {SBIR) program for research and development projects.
In addition, the State may issue special purpose revenue bonds (SPRBs) to
raise money for eligible manufacturing, industrial, and processing
enterprises, and the state High Technology Development Corporation may
issue special purpose revenue bonds for the financing of industrial parks for
projects by a group of enterprises engaged in industrial, processing, or
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manufacturing enterprises for high technology (emerging industries which are
technology intensive) under similar restrictions, limitations, and conditions as
the SPRB program.

Thus, a panoply of public loan programs or public sources of captial are
available to businesspersons who meet the eligibiiity requirements for a
particular program. Further, section 211E-2(b)(5), Hawaii Revised Statutes,
part of the Hawaii Innovation Development Program, apparently provides a
loan wvehicle for the furnishing of risk capital to individuals developing a new
product or invention. The Department of Business and Economic Development
is required to "prescribe the forms of financial participation the department
may engage in as a result of making a loan under [chapter 211E], including
but not limited to warrants, options, or royalties on sales or earnings.”

In view of the foregoing, no formal action is recommended in this area,
at this time.

C. Business Development Services and Assistance
1. Small Business Development Centars

Findings. Small business development centers are a positive economic
development tool which a state government can use to assist small businesses
to grow and expand in becoming positive contributors to the State's economy.
As noted previcusly, one of the major causes for business failures,
particularly for small businesses, is the lack of managerial skills and business
experience. Although several programs in the public and private sectors
provide business development services, they are located primarily on the
island of Oahu. Further, the types of services provided, and, in some
instances, the target group for assistance, are generally diversified among
the service providers. A centralized location serving as the catalyst for the
dissemination of business information and providing for or serving as the link
for, managerial and technical assistance in business operations as well as
product and service development and marketing, will enhance the growth of
small businesses and possibly stimulate innovative product development.

Recommendations. [f the Legislature determines that a central location is
needed for facilitating the delivery of business development services to small
businesses throughout the State, the Bureau recommends that the Legislature
establish a small business development center through the United States Small
Business Administration. The Center may be administered independently by
the Department of Business and Economic Development or jointly with the
University of Hawaii. The program should be structured in a manner
consistent with applicable federal requirements as to be eligible for federal
matching grants. The enabling legislation should also aliow satellite small
business development centers to be located at universities and community
colleges on the different isfands, and in business incubators if a business
incubator program is established.

One type of service which could be provided through a development
center or independently, and therefore should be explored is legal assistance
through some type of clinical program at the University of Hawaii, William S.
Richardson School of Law. A cooperative agreement between the small
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business development center and the law school could be negotiated to provide
nonlitigation {egal assistance by flaw school students to businesses under
faculty supervision. This type of arrangement has the potential to provide a
valuable service to the small business community, and practical legal
experience and training for the participating law students.

2. One-Stop Permitting Center

Findings. A one-stop business permitting center is a vehicle by which
the State can assist not only smali businesses, but businesses in general.
Currently, the Small Business Information Service (SBI{S) of the Department
of Business and Economic Development provides, to some extent, permit and
licensing information and referral services.

A central location serving as a clearinghouse for information and forms
necessary to obtain the permits and licenses required for a particular
business would facilitate and expedite the process and may eliminate
duplication of services by state agencies. The Center could also provide
information on the availability of government financial assistance programs.

Recommendations. [If the Legislature determines, with due consideration
to the permit information and referral services currently provided by the
SBIS, that a one-stop business permitting center serves a public interest by
providing comprehensive business permit information to the public, reducing
regulatory costs by coordinating, simplifying, and expediting the state
business permit procedures, the Bureau recommends that a one-stop business
permitting center be established within the Business and Industry
Development Division of the Department of Business and Economic
Development, in the following manner:

{1) Transfer the functions, perscnnel, equipment, supplies,
publications, records, and any other materials or property of the
SBIS to the one-stop permitting center (Center).

(2) The Center's functions as a clearinghouse should include at a
minimum:

(a) Establishment of a business permit information service to

coordinate, simplify, and expedite permit application
procedures for persons engaged or intending to engage in
business or commercial activities, except licenses for

professions and occupations, and environmental permits.

{b) Researching, compiling, and maintaining a collection of state
and federal laws and rules and county ordinances applicable to
the various business or commercial activities for which permits
are required;

(¢} Seeking and encouraging the cooperation of appropriate federal

and county agencies in implementing the Center's functions and
responsibilities; and
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{(d) Promoting and publicizing the Center's services to the public
and providing information on its services for inclusion in any
public informational material or permits provided by a state
agency.

The Center's direct services should inciude at a minimum:

{a) The identification of the types of permits and licenses that may
be required for an applicant's business or commercial
activities; and

{(b) Dissemination, upon request, of information on applicable
state, federal, or county registration, permitting, licensing,
and approval requirements, and application forms for identified
permits.

The Center's services should be clearly stated as facilitative to
protect the State from potential liability for any consequences
resulting from the failure to obtain a regquired permit, and that any
information provided by the Center or any omission of information
by the Center does not relieve any person from or constitute a
waiver of the obligation to secure a required permit from the
appropriate regulatory agencies.

State agencies should be required to cooperate with the Center's
staff by designating a staff person to coordinate the department's
efforts in providing information to the Center on the agency's
permit process, and to the extent possible, providing a prompt
response to a request for expediting the permit application and a
request for information.

The term “permit” should be defined as any license, certificate,
registration, or any other form of authorization required by a
federal, state, or county department or agency to engage in any
business or commercial activity, except vocational and professional
occupational licenses, certificates, or registration, and
environmental permits.

The Center should be required to study within the second vyear of
operation the feasibility of providing a master or multiple permit
application form.

Further, if the Legisiature determines that a one-stop permitting center
should be established and that venture capital information services should be
expanded, the funcltions, responsibilities, and activities of the venture capital
information center should be consolidated within the one-stop permitting

center.

79



SMALL BUSINESS: CURRENT PROBLEMS AND OPPORTUNITIES

3. Small Business Ombudsman

Findings. With due consideration to the extent of the services
performed by the Office of the Ombudsman in investigating complaints of
businesses against administrative acts of state or county agencies, there is no
necessity to create a separate small business ombudsman to perform that
function. A designated business advocate is a more suitable and appropriate
roie for the government to assist small businesses. There are at least two
vehicles that can be used to implement the services of a business advocate.
The business advocate can be: (1) designated to serve a small business
advisory council; or (2} designated within each state reguiatory agency. The
latter will alleviate problems associated with interpreting a particular agency's
rutes, and perhaps facilitate the resolution of specific problems or complaints
in a more expeditious manner than someone unfamiliar with the agency's rules
and procedures. As to the former, the establishment of a small business
advisory council and the designation of a business advocate to serve the
council in implementing its tasks can bring greater visibility to the State in
terms of promoting economic development by, to some extent, focusing all of
the activities in a single enfity.

Recommendations. If the Legislature determines that it is in the best
interest of the State to establish or create a business advocate within state
government, the Bureau recommends that a small business advisory council be
established and that a business advocate position be established within the
Business and Industry Development Division of the Department of Business
and Economic Development to facilitate the accomplishment of the council's
tasks as well as to assist small business owners in addressing and resclving
their concerns relative to appliicable laws or rules affecting small businesses.
in the alternative, the Bureau recommends that each state agency should be
required to designate a staff person within the agency as the business
advocate to assist business owners in resolving misunderstandings, confusion,
or problems relative to any activity for which the agency is authorized to
oversee or to any activity initiated by an agency, consistent with applicable
laws.

4. Regulatory Flexibility

Findings. The major provisions of the federal Regulatory Flexibility Act
{(RFA} serve to accomplish specific objectives of the RFA, such as, the
consideration of regulatory aiternatives that may lead to less burdensome
regulations, an analysis of rules with significant economic impacts on a
substantial number of small entities, and an expanded level of small entity
participation in the rulemaking process.

Hawaii currently has an administrative process providing for an analysis
of the iong- and short-term impacts of proposed state administrative rules
upon the State's financial resources, the general public, economic growth and
the economy of the State, as well as upon individuals and businesses affected
by a proposed rule. The enforcement mechanism for the analyses is primarily
through the Governor's review and approval of the proposed rules, both prior
to and subsequent to a public hearing on those rules. However, because the
review has only recently been extended to include impacts upon business, the
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scope and extent of the analysis required of the state agencies proposing the
rule changes and the review of those analyses is presently unclear.

Public participation in the rulemaking process is provided under Hawaii's
Administrative Procedure Act {HAPA), chapter 91, Hawaii Revised Statutes.
Generally, under the HAPA, an agency is required to give at least twenty
days’ notice for a public hearing on a rulemaking proposal. Interested
persons are afforded the opportunity to comment orally or in writing on the
propesal. The public notice for the proposal must contain a statement of the
substance of the proposal and the date, time, and place of the public
hearing. However, there is no express provision for the inclusion of the
agency's findings of its analysis of the impacts of the proposal upon
individuals and businesses in the public notice. Thus, interested persons are
not made aware of and are not afforded the opportunity to review and
comment on the agencies’ findings concerning the potential impacts of the
proposed rule change.

After reviewing the responses from the several state agencies that were
identified as having the most contacts with businesses, concerning rules or
policies specifically for small businesses, the Bureau finds that current
agency rules or policies with the exception of the rules for the Hawaii Capital
Loan Program apply to businesses generally, rather than specifically to small
businesses.

The Bureau also finds that periodic review by the agencias of their rules
will help to ensure that government rules are not obsolete, inappropriate, or
unduly burdensome for the regulated business, individuals, or entities,
consistent with applicable statutes.

Recommendations

(1} With due consideration to the extent and scope of regulatory
analysis and review currently in place under the Governor's
Administrative Directive No. 87-2, the Bureau recommends that the
Legislature examine the need for a more detailed or rigorous
analysis of the impact of rulemaking proposals upon affected
businesses.

(2) If the Legislature determines that a full economic analysis of rules
having significant impacts on a substantial number of businesses;
the periodic review of administrative rules; and an expanded role
for small business participation in the rulemaking process, serves
the public interest, the Bureau recommends that the Legislature
should consider enacting in some form, a regulatory flexibility act
similar to the federal RFA; provided that a task force consisting of
representatives  from the business community and appropriate
government officials be established to examine, among other things,
the cost effectiveness of performing a full economic analysis of
proposed rules having a significant impact upon a substantial
number of businesses, as well as the need for legislatively
mandating regulatory flexibility analysis of proposed administrative
rules.
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{(3) Alternatively, if the Legislature determines that the current state
regulatory analysis and review process is adequate, the Bureau
recommends that:

(AY Section 91-3(1), Hawaii Revised Statutes, be amended to
require a statement summarizing the agency's findings of the
impacts of the rulemaking proposal upon businesses, if any, be
included in the notice of public hearing; and

{B) Section 91-4.1, Hawaii Revised Statutes, be amended by
requiring each state agency to review its rules every five
years for the purpose of determining whether fthose rules
should be continued without change or should be amended or
repealed consistent with the stated objectives of applicable
statutes, and report its findings to the Governor before the
end of the year in which the review was conducted.

5. Entrepreneurial Education

Findings. The participation of the private business sector is essential in
developing curricula for entrepreneurial programs or courses in public
secondary and post-secondary education. Existing local public and private
educational institutions have utilized the expertise of individuals within the
private business sector in either curriculum development or as instructors.
However, the term "entrepreneurial education” needs to be examined by
educators and public officials to develop a working definition of that term or
to develop policy guidelines that will provide the basis for a coordinated
entrepreneurial educational curricula.

Recommendations. |f the Legislature determines that a coordinated effort
between educators from public and private educational institutions and public
officials is essential in developing an entrepreneurial curriculum within the
public secondary sechools and post-secondary educational institutions, the
Bureau recommends that the Legislature establish a task force comprised of
private and public educators or administrators and public officials (1) to
examine entrepreneurial educational curricula developed by other educational
institutions, (2) to develop a working definition of entrepreneurial education,
and (3} to propeose a model entrepreneurial educational curriculum for
secondary schools and post-secondary educational institutions.

D. Current Problems and Issues of Small Businesses

in part B, Chapter 4 of this report, the several identified current high
priority or most important issues of small businesses in Hawaii were reviewed
and discussed. Basically, those issues (proposals) pertain to subject matters
applicable to businesses in general. After our review, in general, we find
that immediate conclusions or recommendations for most of the proposals could
not be developed at the present time due to the need for additional
information to assess potential impacts on affected governmental entities and
individuals. The discussion on each of the proposals in Chapter 4, part B,
describes the basis for our general findings.

82



FINDINGS AND RECOGMMENDATIONS

However, for the proposal regarding the privatization of government
services, the Bureau finds that if privatization is to be regarded as a viable
means of reducing government expenditures while maintaining an adequate
level of services to the public and not simultaneously displacing government
employees, then further review on the feasibility of privatization of
government services is warranted. The Bureau, therefore recommends that
the Legislature establish a task force comprised of representatives from the
business community, state government officials, legisiators, and public
employee organizations to examine the feasibility of privatizing certain
government services.

The Bureau further recommends that the task force, in examining the
feasibility of privatization, at a minimum, undertake the following:

(1) identify and assess the present extent of contracting out
government services to the private sector, including purchases of
services under chapter 42, Hawaii Revised Statutes:

(2) ldentify and assess other government services which may be
privatized at a cost savings without decreasing the quality of
existing services, and which will not displace government
employees;

(3) Review state laws and rules which might inhibit privatization as well
as to ensure that public interests are protected if privatization is
expanded; and

{4) ldentify and review other appropriate privatization options.



CHAPTER 1
Senate Concurrent Resclution Ne. 102, S8.D.
1, Fourteenth Legislature, 1887, State of
Hawaii; and House Resolution No. 260, H.D.

1, Fourteenth Legislature, 1987, State of
Hawaii.

House Resolution No. 260, H.D. 1, in
addition to reguesting the Bureau to
consuit with various government agencies
and business organizations, requested the

utilization of an ad hoc citizers' panel
to analyze the underlying reasons for
Hawaii's perceived "anti-business
climate™.

Ibid.

The Governor's Committee on Doing Business

in Hawaii, Report to the OGovernor on
Hawaii's Strengths and Weaknesses as a
Business Location, January, 1984.
Inquiries were sent to the following
organizations:

(1) The Governor's Small Business

Advisory Committee;
(2) Naticnal Federation of Independent

Business;
(3) Small Business Hawaii,
(4} Hawaii Business League;
(53 The Chamber of Commerce of Hawaii,
Business

{8) The Honolulu  Minority
Development Center; and

£7) The Building Industry Association of
Hawaii.

All but two of the organizations responded
to our inguiries. 38mall Business Hawaii
and the Building Industry Association of
Hawaii did net respond  even though
subsequent telephone contact and a second
letter were made and sent. A letter was
also received from the Kanecohe Business
Group.

Footnotes

34

Inquiries were sent to the following: (1)
Department of Business and Economic
Development; {2} Department of Commerce
and Consumer Affairs; {3) Department of
Taxation; {4} University of Hawaii; (5)
Department of  Laber and Industrial
Relations; (6) Department of Health; (7)
Department of Human Services; (8)
Department of Agriculture; {%) Department
of Education; (10) the Maycr's or Managing
Directors' office of each of the four
counties; and {11) the United States Small
Business Administration, Honolulu District
Office, and its regional office,

0f the 49 states to which inguiries were
sent, 34 states responded, Materials
provided by the responding agencies

included state statutes or legisiation, or
both, catalogs of business services, and
other informational materials.

CHAPTER 2

Hawaii, Department of
Economic Development, Quarterly
Statistical and Ececnomic Report, I1st.
Quarter, 1987 (Honmolulu, DPED, 1987), p.
3; hereafter Quarterly FEconomic Report

1987.

Planning and

Ibid., pp. 5, 44.

Ibid., p. 26.

Ibid.

Ibid., p. 30.

Monthly unemployment rate figures for the

months of July, August, and September 1987
were 4.0, 3.7, and 3.8, respsctively,
according to the Department of Labor and
Industrial Relations.

Quarterly Economic Report 1987, p. 34.

Iibid., p. 6.
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invelved in labor disputes. Percentages
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rounding of figures.
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Hawaii State Plan Revisjons, Preliminary
Findings and Recommendations (Honoluln:
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1985 The State of BSmall Business: A
Report of the President (Washington:

Government Printing Office, 1986}, pp. 11-
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Business.
Hawaii, Department of Planning and
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Data Book, 1986 (Honolulu: 1986}, Table
435, p. 419,
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Hawaii {Honolulu: 1986), p. 1i1.

New business incorporations and business
failures are not the major nor most
accurate tocl in measuring business or
employment growth. Not &1l businessses
choose & corporate legal form nor do all
businesses cease to operate due to
bankruptey or liguidation. However, for
purposes of an overall view towards
examining the impact of small businesses

on the State’s economy it is an useful
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U.5. Department of Commerce, Buresu of

Census, Statistical Abstract of the United
Staves, 1987, 107th ed. (Washington, D.C.:
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action plans for the implementation and
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management as  well as  quantifiable
measures of effectives  which include
projected number of new businesses,
revenues generated by the targeted
industry, number of potential emplovees
foer & targeted industry, and business
incentives and developmental programs to

attract new businesses to the State, etc.

Edward F. Morrison, "Small Business A
Strategic Perspective", Commentary (Spring
1985}, p. 7.

"*The Small Business
Regional Economic
Development Tool: Concept and Practice™,
The Northeast Journal of Business &
Economics, Vol. 12, No. 2 (Spring/Summer
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19863, p. 26. BSee U.5. Congress, Joint
Economic Committee, The Fole of Small
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Strengths and Weaknesses as a Business
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hersafter Report to the Governor on
Hawzii's Strengths and Weaknesses 4as a
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from the present state administration.
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1887, pp. D-1, D=4.
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science and techneclogy companies conducted
by Arthur Young & Co., "The Ocean: A
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purposes of ranking in order of importance
factors they consider in location
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relating to transportation of merchandise

between points in the United States in
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Models of State Entrepreneurial
Development Programs, April, 1987, TR
87-1, pp. 58-39.

Because the incubator  concept is
relatively new, i.e., incubators have been
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and the length of time required for an
incubator to mature, an accuyate
assessment of the effectiveness of the
incubator  industry is  currently not
available. An indicater of effectiveness
of an incubator is the survival rate of
tenant firms. But note that incubator
entry policies may have an impact on the
survival rate if tenant firms are those
that would survive without the sheltered
environment of an incubator. See Allen
and Hendrickson-Smith, PR, 1-2; and
"Business Incubators--Matching Jobs,
Economic Growth", American City & County,
May 1985, pp. 85-86.

Allen and Henderickson-Smith, supra;
I1linois [Department of Commerce  and
Community Affairs, Guidelines for
Determining the Feasibility of a 8mall
Business Incubator, November 1985,
Illinois Department of Commerce  and
Community  Affsairs, Starting & Small
Business Incobator: A Handbouok for
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Department of Commerce and Community
Affairs, Managing a Small Business
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Industrial Incubator {Washington, D.C.:
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Small Business Administration, Office of
Private Sector Initiatives, Incubators for
Small Business (Washington, D.C.: U.S.
Small Business Administration, 1986}); and
U.8. Small Business Administration, Gfifice
of Private Sector Initistives, Small
Buosiness Incubaters: A Handbook on Start-
up and Mansgement (Washingrom, D.C.: UG.8,
Small Business Administration, 1986).

For details of the feasibility smalysis,
see 'Manos Inmovation {Center, 4 Small
Business Incubator Feasibility Analysis
and Development Plan", prepared by FPryde,

Reberts and Company {Washington, D.L.} for
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the High Technology Development
Corporation of Hawaii, 1986,
The High Technology Development

Corporation (HIDC} was established by the
Legislature 1in 1983, now codified under
chapter 206M, Hawaii Rev, Stat. The HTDC
is & public body corporate and politic and
an instrumentality and agency of the
State. For administrative purposes it is
placed within the Department of Business
and Economic Development. The HTDC was
established to, among other things, assist
"high technology enterprises in the
construction and equipping of facilities™.
1983 Haw. Sess. Laws, Act 152, §1.

During the 1987
Legislature

regular session, the
appropriated &  total of
$402,000 for the plans and design of the
Manoa Innovation  {enter. The Manoa
Innovation Center is not a formal state
program. It is a proposed incubator
facility to be administered by the HTDC.

Pacific Business News, Uctober 19, 1587,
p. B, and letter from Kay Yamada, Project
Development Manger, HTDC, January 7, 1988.

Information obtained from materials
provided by St. Paul 503 Development
Company .

The remaining 40,000 sguare feet is

controlled by the property owner in which
he provides low-cost space to tenants in
his portion of the building.

Information ohtained from materials
provided by the Department of Commerce,
Commonwealth of Pennsylvania.

1984 Pa. Laws, Act 111
amended by 1986 Pa. Laws, Act 101
11933,

(P.L. 5553, as
(F.L.

The Ben Franklin Partnership contains, in
addition to the small business incubator
Program, other programs designed to
promote  advanced technology, e.g.,
Challenge Grant Program for Technological
Innovation which  provides funds for
gstablishing advanced technology centers,
ag well as to provide resources for
education and training, and
entreprensurial development services.

Information obtgined from  materizls
provided by the Thomas Alvae Edison
Program, Ohio Department of Development.

The Edison Program alse administers the
Edison Seed Development Fund and Edison
Technology Centers. The Edison Program is
administratively under the Ohioc Department
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of Development. The Industrial Technology

and Enterprise  Advisory Board, a
bipartisan independent body comprised of
seven representatives from the
universities and business community, and

two state legislators advise the director
of the Incubator Program on awarding the
challenge grants.

A brief description of the support
services provided by the six incubators is
provided below:

{1y Akron-Summit Industrial Incubator is
designed to function as on-the-job
training for area entrepreneurs and
provides a  variety eof business
support services to polymer-related
and other technology driven small
businesses;

{2) Business Technology Center, Columbus,
offers business support services to
entrepreneurial tenants as well as a
formal network of comsultants to act
as an information clearinghouse and
referral service;

(33 Center for  Venture  Development,
Cleveland, provides hands-on business
assistance, entrepreneurial education
and training, and access to the
community's technical, marketing, and
financial resources;

(4 ODffice of Entrepreneurial Advecacy,
Youngstown, provides technical
assisrance, business services and
facilities to entrepreneurs in  high
technology fields;

(5) Miami Valley Regional  Business
Tncubator, Youngstown, offers
professional office and  support
services, management and technical
assistance, and access to 8 seed
capital fund; and

(6% Springfield Technology Center,
Springfield, provides management
counseling and strategic business

planning and the opportunity to
obtain seed and venture capital from
a local funding source.

Temali and Campbell, p. 85.

Telephone interview with Bob Yelton, a
general partaer of Bolyston Development
Group which is the owner of the building,
November 25, 1987.

Ibid.
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Information on the 8cience Park incubator
was obtained from Temali and Campbell, p.
$7.

City & State, August 1987, p. 6.

Information or Contrel Data Corporation's
BTCs was obtained from Temali and
Campbell, pp. 104-107.

According to  the Montana Legislative
Council, House Bill 88% whichk establishes
the Agricultural  Business  Incubator

Program, was enacted during the 1987
legisiative session.

The Agricultural Development Council is
comprised of seven membars representing
the agricultural community and state
government officials, all of whom are
appeinted by the governor.

This part focuses upon several selected
states' financial incentives for business
development. The Department of Business
and Economic Development has been
reguested by the Legislature to examine
the problems and issues surrounding the
formation and availability of capital,
e.g., venture, equity, and loan in Hawaii,
and to conduct & study on Business and
Industrial Development Corporations
(BIDCOS) which are a new type of private
financial institutions designed to £ill
the financing gap for small and medium
size businesses that are too risky for

banks, and unattractive to  venture
capitalists. See  Senate Concurrent
Resolntion No. 166, 8.D. 1, and House
Resolution Ne. 4353, Fourteenth

Legislature, 1987, State of Hawaii.

Thus, in view of the above two
resolutions, t¢ avoid duplication of
effort, the review of capital formation in
this study focuses on a description of
programs in certain other states, and
programs and services already in place in
this State.

Aliar M. Disman, "State Capital Formation
and Small Business Needs', Govermment
Finance, December 1983, p. 13.

Wisconsin, Department of Development,
Division of Research and Analysis, Bureau
of Research, Models of State
Entrepreneurial Development Programs,
Technical Report TR-87-1, April 1%87, p.
88 hereafter Models of State
Entreprensurial Development.

Gary  Bettger, 'State Venture Capital
Initiative”, State Legislative Report,
Vol. II, ¥No. 2 ({ltemver: The National
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Conference of State Legislatures, February
1988), p. 2.

1985 State of Small Business: A Report of
the President, {(Washington, D.C.: U.5.
Government Printing Office, 19863, p. 48.
See Models of State Entrepreneurial
Bevelopment {"Friends, relatives, and

personal savings are ope of the largest
sources of seed capital financing.™), p.
8B.

Administration,
Activities in
Capital,
Pension Fund
p.C.: 1985}, p.
Activities in

U.5., Small Business
Gffice of Advocacy, State
Capital Formation: Venture
Working Capital, and Public
Investments (Washington,
3, hereafver SBA, State
Capital Formation.

Thid,, p. 5.

Tayior, Equity Financing for the Small

Business: A Layman s Gujde, 20 §. Texas
L..J. 253, 258 (1979).

P.L 94-305; 15 U.8.C. §681 et seq.

For example, Pacific Venture Capital

requires a stromg indication of market
demand  for the product, a combined
financial source of capital sufficient to
finance the operations at a profitable
level, and the return on their investment
and the risks involved must be consistent.

Hawgii Rev. Stat., sec. 2131E-3.

Interview with Dennis Ling, Coordinator,
Small Business Information Service,
October 15, 1987.

Ibid.

Ihid.

Models of Entrepreneurial Development, pp.
88~89.

Information obtained from materials
provided by Pennsylvania Department of
Commerce.

Also, Louisiana has a Seed Capital

Matching Grant Program (La. Rev. Stat,
Ann. 81132.40 et seg.) which provides
watching funds of up to §250,000 to
approved local development corporations
and economic development corporations.
The matching requirement is 3:1, i.e., for

each state dollar there must be threse
dollars from private SOUTCEeSs . The
approved corporations may provide eguity

financing to Louisiana small businesses
including those in business incubators,
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50,

51.

54

53.

55,

56.

which are in need of financial assistance
during the early stages of growth.

Infermation chtained from materjals
provided by Michigan Strategic Fund.

As of October 1987 two of the four private
seed capital funds were operstionmal. A
brief description of the four seed capital
funds is provided below:

(1) The Enterprise Development  Fund
expects to invest in  companies
invelved in  industrial technolegy,
biomedical and bictechnology,

computers, and communications.

(Z) The Onset  Seed Fund expects to
specialize in industrial technology,
with special emphasis on creating
companies which will provide products
to major avtomotive companies and
suppliers  for use in their
manufacturing processes.

(3) The Diamend Venture Associates
expects to focus upon manufacturing
or product-oriented businesses, and

to & lesser extent on service
cpportunities.

(4} The Demery Seed Capital Fund expects
to focus on product-oriented
businesses, e.g., food processing,
but will consider service
opportunities.

MD. Fin. Inst. Code Ann. sec. 13-235 et

seq.

Information obtained from materials

provided by the Connecticut Office of
Legislative Research.

Figures are for the established business
and the start-up program. The start-up
program is similar te the established
business program, from which financing 1is

available for new business. B5SBA, State

Activities in Capital Fermation, pp. 56-
58.

According to the Kansas Legislative
RKesearch Department, Senate Bill 69-1987

was enacted by the state legislature.

See alse N.D. Cent. Code, sec. 10-30.1-04
et seq. which provides similar income tax
credits; and N.C. Gen. Stat. sec. 105~
163.091 et seq. as amended by Senate Bill
217 enacted in 1987, provides corporate
and individual income tax crediis up Lo 25
per cent of the amount invested in a
qualified investment organization,
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72.

73.

qualified business venture, or qualified
grantee business, as the case may be.

Public funds may be invested in a local
seed capital pool fund provided private
cash investments are matched at least §2
for each dollar of public funds. Public
funds have a seniocr position to any

private cash investment and may reserve &
lower rate of return than private cash
investors.

House Bills 143 and 176, 1987, Washington.

Derek Hansen, "Revitalizing the American
Economy through Entrepreneurial
Expansion--A&  Program Policy Guideline
(Part Two}"™, in Expanding the Opportunity

to Preduce: Revitalizing the American
Economy through New Enterprise
Development, ed. Robert Friedman and
William Schweke (Washington, &.C.: Lorp.
for Enterprise Development, 1981}, pp.

221-222.
Ibid., p. 222,
Ibid., pp. 222-223.

The Wall Streetr Journal, August 24, 1987,
p- 17.

ibid,

"Banks Provide Capital for Maine's
Businesses”, American City and County, May
1985, p. 86.

Ibid.
IThid.

N.D. Cent. Code, sec. 10-30.2-02. Alsc, a
six-member committee comprised of
representatives of the business sector and
the economic development commission is
authorized as initial incorporators to
establish the fund.

N.D. Cent. Code, sec. 10-30.2-311.

ibid.
K.D. Cent. Code, sec. 10-30.2-112.
k.. Cent. Code, sec, 10-30.2-13.

SBA, Activities
29.

in Capital FTormation, p.

Gina Mitchell, Social Investing of Public
Pension Funds, {(Washingtom, D.C.: National
Conference of State Legisltures, 1986), p.
2.
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85.
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SBA, Activities
29.

in Capital Formation, p.

Bettger, p. 6.

SBA, Activities
78.

in Capital Formation, p.

Ibid., p. 33.
Ibid.
Mitchell, p. 3.

Under section 88-119(9), Hawaii Revised
Stratutes, Total bock value of investments
in improved or productive real property is
limited to five per cent of the total book
value of all investments in the system.
Similarly, section B8-119(10) limits the
total book value of investments im
securities to ten per cent of the total
book value of investments in the systiem.

Further, the 1986 amendments to section
86-119(10) (1986 Haw. Sess. Laws, Act 71)
indicates & legislative intent to expand
the permitted investments in securifies to
include securities defined in section
485~1, Hawaii Revised Statutes, and
commedity stock or contracts. See House
Standing Committee Report No. 804 on
Senate Bill Na. 52, Thirteenth
Legislature, 1986, State of Hawaii.

The prudent person standard, although not
articulated by the Hawaii appellate courts
for purposes of section 88-11%, Hewaii
Revised Statutes, it has been discussed
relative to investments by trustees of
trust companies {section 406-22, Hawaii
Revised Starutes) iIn Matter of Estate of
Dwight, 67 Haw. 126, 681 P.2d 563 (1984}
and under ERISA in Marshall v. Glass and
Metal Assn., 507 ¥, Supp. 378 (0. Haw.
1980 .

Bettger, p. 6.

Conecticur, CEfice of Legislative
Research, State Pension Funds for Small
Business Venture Capital, B4-R-0687, July
9, 198%, p. 2.

Bettger, p. 7 {citation omitted}.

House Bill No. 954, Senate Bill Nos. 673,
777, and 799, Thirteenth Legislature,
1385, State of Hawaii. House Bill Nos.
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95.

96.
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1758, 2162, and 2167 and Senate HEill No.
1509, Fourteenth Legislature, 1986, State
of Hawaii.

15069, as
1984,

amended,
State of

Senate  Bill No.
Fourteenth ILegislature,

Hawaii. Although Semate B{ll No. 1509 dig
not provide for a definition of 'venture
capital Investment business”, & similar
proposal, Senate Bill No. 799 (1985},
defined it as "a business for the
development or  expleitation of  any
commodity, service, product, device,
technique, or process which is or may be
exploitable  commercially, except 'pure

H . - .
research” activities.

No objections to the intent of Senate Bill
No. 799 or 150% were voiced by the
Empioyees  Retirement  System or  the
Department of  Planning and  Economic
Development. See Testimony of Stanley
Siu, Secretary of the ERS, on Senate Bill
Nos. 1509 and 799 before the Senate
Committee on Labor and Employment,
February 8, 1986 and February 21, 1985,
respectively; Testimony of FKent Keith,
Director, DPED, on Senate Bill Nos. 1509
and 799, befere the same committee on  the
same dates as above. {Testimony from the
above agencies submitted at that time may
not necessarily reflect the position of
the present state administration.)

Telephone interview with David
Shimabukure, Assistant Administrator, the
Employees' Retirement System of the State
of Hawaii, December 3, 1987.

Origimally created under Title Il of Act
of July 30, 1953, c.282, 67 $tat. 232, and
designated as the "Small Business Act of
1953", Subsequent amendments to that Act,
designated it as the "Small Business Act”
now codified as 15 U.S.C., §631 et seq.

15 U.S.C. §631(a) {1976).
15 U.5.C. §632(a)(1) (1987 Supp.).

8mall Pusiness Size Regulatioms, 13 C.F.R.
88121.1-121.13 (1986).

15 U.8.0. §636(a) (1987 Supp.).

Interview with Ivan Hankins, Assistant
District Director for Finance and
Investment, 8BA Honolulu District Office,

October 16, 1987, and information provided
by the $BA Honolulu District Office.

Ibid,

Ibid,
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100.

101.
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103.

104.

105.

106.

167,

108,

10%.

116,

Ibid.

Pacific Business News, July 27, 1987, p.
1.

Information provided by the SBA Homolulu

District Office.
ibid.

tnder the  ERLC, interest rates are
negotiated in the same manner as for other
SBA guaranty lcans. Guaranty fees pavable
to the S5BA (e.g., a fee of one-fourth of
one per cent of the guaranteed portion of
the Jcan for maturity of twelve months or
less} are paid by the lender, which may be
charged te the borrower following SBA
approval of the ERLC locan. In addition to
normal fees permitted to be assessed on
all SBA loans, the lender may charge the
borrower & commitment fee equal to one-
fourth of one per cent of the loan amount.
Collateral including appropriate persosal
guarantees 1s required.

15 U.3.C. §638. The Act is effective
until October 1, 1993.

U.8. Small Business Administration, "Swmall

Business Innovation Research (8BIR)
Progrsm™, Fact BSheet No. 52, February
1987.

U.5. General Accounting Office,

Effectiveness of Small Business Ilnnovation
Research Program Procedures (Washington:
19871, p. 12.

Ibid., p- 36.

The twelve federal agencies
Department of Agriculture,
Department of Commerce, TDepartment of
Defense, Department of Education,
Department of Energy, Department of Health
and  Human  Services,  Department of
Interior, Department of Transportation,
the  Environmental Protection  Agency,
National deronautics and Space
Administration, National Science
Foundation, and the Nuclear Regulatory
Commission. Presently, there are eleven
agencies participatiag, all of whom are
the same as above with the exception of
the Department of Interior.

Ibid., p. 11.
inciude the

The Wal! Street Journal, October 3, 1887,
p. 27.

Ibid,

Environment for Economic
Proceedings~-
High Technology

Creating  an
Growth and Biversificatvion,
Governor's  Symposium  on
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and Economic Development, 1985 (Honeclulu:
High Technology Development Corperation,
1886), pp. 74-76.

For purposes of this report, the Disaster
Commercial and Personal Loan Program will

not be discussed, as it is geared toward
providing  assistance to  wvictims  of
disasters rathey than capital for
businesses. Further, the foillowing
discussion 1is not an assessment of the
effectiveness of  the lean  programs.

Rather it is a description of the
respective loan programs as well as  their
loan activities.

Hawaii Rev. Stat., ch. 210.

Hawaii Rev. Stat., sec. 210-5.

Haw. Admin. Rules, sec. 15-2-2 {Department
of Planning and Economic Development).
See also, Hawaii Rev. Stat., sec. 210-I.

Hawaii Rev. Stat., sec. 210-6, as amended
by 1987 Hawaii Sess. Laws, Act 243,

Haw. Admin. Rules, se¢. 15-2-9 {Department
of Planning and Economic Development).

Ibid., sec. 15-2-5.
Ibid., sec. 15-2-B.

F¥ive State Loan Programs,
Department of Planning and Economic
Development, Business and Industry
Develcpment Division (Honolulu: 1986), p.
5; hereafter Five State loan Programs.

Annual Report,

Hawaii Rev, Stat., ch. 211iE.

1987 Hawaii Sess. Laws, Act 242, amended
the title of the program from Hawaii
Invention  Development Frogram to the

Hawaii Innovation Development Program and

made substantive changes that are
discussed infra. The Act alsc
appropriated  $500,000 for fiscal year

19871988 to be deposited in the program
fund.

Hawziji Rev. BStat., sec. 211E-1, defines
“product”  &s  any  product, device,
technigque or process, which is or may be
exploitable commercially” fe.g., it has
"advanced beyond the theoretical stage and
are veadily capsable of being, or have been
reduced to practice}.  "Innovarion” is
defined as "any new process or technigue
for which a pstent has been granted; or in
which the  opinion of the advisory
comnittee, tha chance of obtaining a
patent thereon is favorable.”
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i24.

125,

126.

127.

128,

12%9.

130.

131,

132,

133,

134 .

135.

Hawaii Rev. Stat., secs. 211E-1 and 211E~

2{b3{5}.

Telephone interview with Tom Swmyth,
Division Head, JPusiness and Industry
Development Division of the Department of
Business and Economic Deve lopment ,
Getober 16, 1987,

Haw. Admin. Rules, chap. 15-5 (Depdartment
of Planning and Economic Development].

1987 Haw. Sess. Laws, Act 242, amended
Hawaii Rev, Stat., sec. 211E-1, by adding
the definition of inventor to mean 'any
resident taxpayer sublect to the
jurigdiction of the laws of the State of
Hawaii who develops an innovation.”

Five State Loan Programs, p. 20.

The Large Fishing Vessel Loan Program is
governed by secs. 189-21 to 189-26, Hawaii
Revised Statutes. The ©Small Fishing
Vessel Loagn Program is governed by secs.
189-41 to 189-46, Hawsii Revised Statutes.

Haw. Admin. Rules, sec., 13-3-3{(3)
(Department of Planning and Economic
Development ).

Five State Loan Programs, p. 10.

Ibid., p. 13.

Ibid., pp. 10 and 14; see The Homolulw
Start Bulletin & Advertiser, September 20,
1987, pp. A-1 and A~4.

Hawaii Rev. Stat., ch. 1535.

For a discussion of other available
scurces for ggricultural credit, see John
M. Halloran and others, Sources of
Agricultural COredit in Hawaii (Honolulu:
1986).

Hawaii Rev., Stat., secs. 155-3 to 155-74.
Under sec. 155+15, Hawaii Revised
Statutes, the Department of Agriculture is
suthorized to make low-interest loans to
independent sugar growers. However, due
te the restricted applicability of the
ican assistance, this particular subject
is not discussed.

Hawaii Rev. Stat., ch. 21%.
ibid., sec, 219-Z.

Ibid., secs. 219-5 through 219-8.

Hawaii, Department of Agriculture, Report
to the Thirteenth Legislature, 1585




142,

143,

144,

145.

146,

147,

148.

149.

130,

153,

Regular Session--Review of the Financis]l
Assistance for  Aquaculture Programs
{unpublished, 1985}, p. 5.

See chap. 3%4&, pts. III, IV, V, Hawaii
Rev. Stat.
(Note: The State  High Technology

Development Corporation, with the approval
of the governuy, may issue bonds for each
single project or industrial park or
malti-project program which has been
authorized by and found to be in  the
public interest by the Legislature. Sec.
206M-9, Hawaii Rev. Stat.)

See Artviclie VII, sections 12 aad 13,
Hawaii State CLonstitution; and SeCs.
39A-81, 3%9A-121, and 39A-161, Hawaii Rev.
Stat.

Hawaii Rev. Stat., secs. 394-84, 3%9A-124,
and 39A-164.

Hawaii Rev. Stat., sec. 394-80, 394-130,
and 3%4-17. BSee Haw. Admin. Rules secs.
6-10-10, 6~12-10, and 6~13-«10 {(Department

of Budget and Finance).

Information provided by the Department of
Budget and Finance.

13 U.3.C. §64B.

Information obtained from "Report of &
University Study Group on its Review of
the North Carclinag Small Business and
Technology Development  Centex”,  April
1987, provided by North  Carclina
Legislative Services Office.

materials
Legislative

Information obtained from
provided by the  Kansas
Research Department.

1987 Wash. Lsws, ch. 348.

Or. Rev. Stat., secs. 341.785 et seq., as
amended .

Susan €. Awe, "The Wisconsin Small
Business Development Center Information
Service--A Model”, Special Librarjes, vol.
7, No. 3, Summer 1986, pp. 152-165. See
aisc Californias, Department of Economic
and Business Development, Plan for the
California  Small Business Development
Center (Sacramento: 1983). {A conceptual
multi-year plan for  development and
implementation ¢f the California SBLL. )

Ibid., p. 153.
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154.

155.

156.

157.

158.

159.

1560,

164.

Ibid., p. 156.

Information obtained from mwaterials
provided by the 8BA, Honolulu District
Gffice.

Information obtained from materials
provided by the Department of Business and
fconomic Development. Further, in 1986

the Legislature appropriasted 588,664 for
fiscal vyear 1986-1987 for the SEIS. 1986
Haw. Sess. Laws, Act 346, section 12A. No
appropriation was made for fiscal year
1987-1988.

In 1984, a report prepared by the firm of

Arthur Young and Co. on the conceptual
design for a small business information
service identified five functions which

the SBIS could perform, i.e., maintain a
network of public and private  sector
contracts; provide business assistance
information such as cost of doing business
in Hawaii, commercial real estate
informatien, government procurement
activities, venture capital information;
conduct original research; serve as an
information referral or clearinghouse; and
assist other divisions and branches within

the department by developing a
computerized index of existing primary
data sources. Conceptual Pesign and

Drganization Plan for the 3Small Business

Information Service, prepared by Arthur
Young end Co. for the Department of
Planning and Economic Development

{Honolulu: 1%984), pp. 3-8.

Pacific Business

p. & 23,

News , November Z, 1987,

"Testing the Marketplace”,
Business, August 1987, pp. 133-134.

Hawaii

Information obtained from interview with
Thomas §. "Tockie" Evans, Vice-President
Business Services, The Chamber of Commerce
of Hawaii, October 5, 1987.

Interview with Richard Waidzunas, BDeputy
Director, HMBDC, October 7, 1987.

See The Honolulu Star Bulletin, November

9, 1987, p. A-5.

Telephone interviews with Rick Xennedy,
HETADI, August 27, 1987 and December 9,
1987.

Informetion on the bDusiness assistance

project obiained from materials provided
by Alue  Like, and from  telephone
conversation with Karl Udarbe, Economic
Development Specialist, Alu Like,

January 13, 15985.



165.

166,

167.

168.

169.

have & formal system
currently in place for business permits
and  licenses. However, a system for
expediting permits relating to  the
protection, conservation, or use of the
natural resources of land, air, or water
in the State, and film production permits
has been established by the legislature.
See Session Laws of Hawali 1985, Act 237
{Permit Process TFacilitatien Act), as
amended by Session Laws of Hawaii 1987,
Act B87; and Session Laws of Hawaii 1987,
Act 3537 {providing for & consoljdated film
permit processing procedurej.

Hawgii does not

1986 Conn. Act B6-329 (Reg. Sess.}.
1983 I11. Laws, Act 1341,

Wis. Stat., sec. 560.41, et seq.
1987 N.C. Bess. Laws, ch. 808.

In addition, uwnder [olo. Rev. Stat., sec.
24-34~906, Colorado's Office of Regulatory
Reform, in addition to providing services
and performing functions in a smiliar
fashion to Wisconsin's Permit Information
Center and North Carolina's  BIO, is
required to develop and implement a master
application form and procedure.

Under Mississippi's Permit and Licemsing
Procedures Act, Miss. Code Ann., secs.
254-45-1 et seg., a single or master

application form is to be developed by the
Mississippi Research and  Development
Center. Further, under the permit and
licenmsing procedures statutory scheme, the
environmental permit coordinator within
the department of economic development is
responsible to coordinate and implement
the one-stop permitting procedure, as well
as environmental matters. Each state
agency is required to develop a plan for
one-stop permitting to coordinate the
processing and issuing of permits or
licenses by the agency with other state or
federal agencies which als¢ require a
permit license before the applicant may
perform  certain activities or receive
certain benefits.

The American Assembly, Ombudsman for
American  Government?, ed. Stanley V.
Anderson {Englewood Cliffs, N.J., Frentice
Hall: 19683, p. 39.

See lIbid., pp. 39%-41. For a general
discussion on the yole of Hawaii's Office
of the Ombudsman see Report of the
Ombudsman of Hawaii Fiscal Year 1984-1985

{Honelulu: 1368}, pp. 1-3.
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174.

175.

176.

177.
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179.

180.

For exampie, proposed legislation (H.E.

4216, 1987) in New Jersey would establish
an Office of the Ombudsman for Small
Business which would perform the basic
functions of a typical cbmudsman.

Hawaiji Rev. Stat., ch, 96.

Kesponses from several stats executive

departments (departments of commerce and
consumey affairs, health, human services,
business and econcomic development, labor
and industrial relatioms, agriculture, and
taxation) to the question whether they
administer any laws, rules, policies, or
guideiines applicable only to small
businesses in Hawaii, generally, indicate
that existing laws and rules apply to
small and large businesses alike.

See sec. 96-8, Hawaii Revised Statutes,
for the enumerated appropriate subjects
for investigation. Under chapter 96, the
Ombudsman  may  not investigate the
administrative acts of the judiciary and
its staff; the legislature, its commitees,

and its staff; an entity of the federal
government; a multistatre government
entity; the governor and the governor's

personal staff; the lieutenant governor
and the lieutenant governor's personal
staff; the mayors of the variocus counties;
and the councils of the various counties,
Under sec. 96-1, Hawaii Revised Statutes,
an "administrative act’ is defined as "any
action, omission, decision,
recommendation, practice, or procedure,
but does not incliude the preparation or
presentation of legislation.”

State of Wisconsin, Department  of
Development 1983-1985 Biennial Report, pp.
29-30.

from materials
York State Senate

Information ckrained
provided by the New
Research Service.

Fla. Stat., $288.703(6).
Ibid., §288-704. The Small and Minority

Business Advisory Council (SMBAC) within
the department of commerce is composed of

15 members appointed by the ZOVernor
representing the smaill business and
minority business sectors. In essence,

the SMBAC serves a similar function as the
Hawaii's Governor's Small Busiress
Advisory Committee, which iz discussed at
pp. 76 and 96,

Ibid.

See footnote 13, in Chapter 4 on problems
and issuas of small business,



187.

188.

189.

186.

181.

192.

193.

194.

5 U.8.C. §8601 et seq.

P.L. 96-354, §2(b) {note imn 5 U.5.C.
§a013.

1hid., §3.

Annual FKeport of the Chief Counsel for

Advecacy on  Implementation  of the
Regulatory Flexibility Act, U.S. Small
Business Administration {Washington, D.C.:
15873, p. 31; hereafrer Annual Report--
RFA.

ibid., p. 23.

Ibid. , P- z. See 5 U.8.C. §601(1}

{(definition of "rule').

5 U.8.C. §s805,
RFA, pp. 2-3.

See also Annuwal Report--
The certification must be

published inm the Federal Register at the
time of publication of general notice of
proposed rulemaking for the rule or at the
time of publication of the final rule.
The certification must explain the reasons
for the certification.

5 U.B.C. §603{b).

5 U.8.C. §603(¢).

5 U.5.C. §604(a).

3 U.8.C. &e02.
5 U.s.C. §6132. The congressional
committees are the committees of the
judiciary, and the select committees on
small business of the Senate and House of
Representatives.

3 U.5.C. 8610(a).

Ibid.

Annual Report--RFA, p. iii.
Ibid., pp. 22-35.

There is at least cone statute providing
for some type of regulatery flexibility
which relates teo utility rates in which
the Public Utilities Commission may make
and amend its rules and procedures which
will provide  the Commission with
sufficient facts to  determine  the
reasonsgbleness of the proposed rates of
swmaller utility companies with annual
gross revenues of less than $2 million
“without unduly burdening the wutility
company and its customers'. Hawaii Rev.
Stat., sec. 269-16(g}.
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200.

201.

202.

204 .

205.

2364, Eleventh

of FHawsii, and

Senrate Eill No.
Tegisiature, 1982, State

Senare Bill No. 16, Twelfth Legislature,
1983, State of Hawaii. For both bills,
"swall business’" was defined as a
corporation, partnership, sole
proprietorship, or other 1legal entity
formed to make a profit, which is
independently owned and operated from all

other businesses and which has
fewer employees.

fifty or

Further, no similar legislation appears to
have been introduced to date.

Testimony of Hawaii Business League on
S.B. No. 2364, February 22, 1982, before
the Senate Commitres on Consumer

Protection and Commerce.

Testimony of National Federation of
Independent Business on S$.3. No. 16,
February &4, 1983, before the Senate
Committee on Consumer Protection and

Commerce .,

See testimony from the departments of
commerce and consumer affairs, health, and
taxation. February 4, 1983 before the
Senate Committee on Consumer Protection
and Commerce. {Note: testimony from the
above agencies submitted at that time may
not necessarily reflect the position of
the present state administration.)

Administrative Directive No. §7-2, April
1, 1987. The administrative directive's
statutory reference is Hawaij Rev. Stat.,
sec. 91-3(c}, which states in pertinent
part: "The adoption, amendment, or repeal
of any rule by any state agency shall be
subject te the approval of the goveror.'

Previous administrative dirsctives
reguiring agencies to submit information
concerning the impact of the proposed
rulemaking on state finances have been in
effect for nearly ten years.

Ibid. Although the  administrative
directive is not clear 4s to the extent of

review, the Director of Finance and the
Director of Business and Eeonomic
Bevelopment reviews the ruilemaking
propessal and velated informstion that is

submitted to the Governor.

The Department of Busiress and Economic
Development is currently reviewing the
proposed rules of other state agencies
which incliude the impact of the proposed

rule on businesses in terms of increased
GAPRIWOTK, increased  CO8% o osmall
businesses, and porential restrictions on
competition. Telephone interview with Tom
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Smyth, Division  Head, Business and
Industry Development Division, on October
16, 1%87.

ibid.

Donald L. Sexton and Nancy B. Bowman,
"Entrepreneurship Education:  Suggestions
for Increasing Rffectiveness”, Journal of
Small Business Management, April, 1984, p.
26.

Funk and Wagnalls Standard Dictionary,
International Edition, Vol. I, 1962.

Ibid.
Sexton and Bowman, p. 18.

Robert Ronstadt, "The Educated
Entreprensurs: A New Era of
Entrepreneurial Education 1is Beginning:
Journal of Smal]l Business  Management,
Summer, 1985, p. 12.

Sexten and Bowman, p. 21.

Carl P. Zeithamel and George H. Rice, Jr.,
"Entrepreneurship/8mall Business Education
in  American Universities”, Journal of
Small Business Management, January, 1987,
pp. 44-45 ({citing 8. Birley, "Education
for Entrepreneurs: A UK/USA Comparative
Study' presented to the B8mall Business
Institute Directors Association, Denver,
Colorado, February 1984).

Donald L. Sexton and Nancy Bowman Upjohn,
VEvaluation of an Innovative Approach to
Teaching Entrepreneurship”, Journal of
Small Business Management, January, 1987,
p. 38,

Wall Street Journal, Gctober 12, 1987, p.
25.

Zeithame! and Rice, pp. 45-47. 8ee also,
U.5. Small Business Administration, Office
of Business Development, National Survey
af Entrepreneuris] Education, {(3rd ed.;
Washingron, D.0.: 1986} (contains course
descriptions and  syliabi from 418
organizaticns incliuding high schools,
eolieges, and universivies).

Zeithamel and Rice, p. 43.

Information chtained from materials
provided y the Kansas Legisiative

$e2
(2

Research Department, Legislative
Coordinating Council.

Ibid.

Bryan W. Clark and others, "Do Courses in
Entrepreneurship Add in New  Venture

Creation?”, Journal of Small Business
Hanagement, April 1984, p. 27. {(The

guthors conducted a study of participants
in the Wichita State University "Your
Future in Business workshops to determine
whether entrepreneurship courses have an
impact om mnew venture creations. The
authors concluded that a relationship
exists between entrepreneurial education
and new venture creation, i.e., the
workshop attracted students with strong
entrepreneurial interests, the workshop
affected student attitudes toward new
venture start-ups, and ventures created
appeared to indicate & measurable degree
of success from the volume of sales and
number of jobs created.)

Information cbhtained from materials
provided by Hawaii Pacific College.

Letter from David Bess, Dean, College of
Business Administration, University of
Hawaii, September 22, 1987.

Infermation cbtained from materials
provided by Coliege of Business
Administration, University of Hawaii.

Information cbtained from materials
provided by Kapiclani Community College.
See also Pacific Business News, August 17,
1987, p. 8.

Ibid,
Ibid.

U.S. Small Business Administration, O0ffice
of Business Development National Survey of
Entrepreneurial Education (3rd ed.
Washington, D.C.: 1986), Vol. I, pp. 201~
203 (microfiche).

Kisconsin, Department of Development,
Division of Research and Analysis Bureau
of Kesearch, Models of State Entreprensur
Deyelopment  Programs {April 19873,
TR-87-1, p. 71; hereafter Models of State
Entrepreneurial Frograms.

Sexton and PBowman, pp. 2ZZ-23 (citing M.
Kourilsky, "Predictors of Entrepreneurship
in a Simulated Bconomy", Journal of
Creative Behavior, vol. 14, no. 3 {1980}.




234,

235

2386,

237,

238.

239,

240.

241.

242.

243.

2464,

245,

Models
79,

of State Entrepreneur Programs, p-

ibid., pp. BG-81.

Information obtained from Juniox

Achievement of Hawaii.

"Back to School®,
October, 1986, p. 26.

Hawaii Business News,

Ibid.; and  information obtained from
Junior Achievement Program.

Ibid,

Information obtained from materials
provided by Junior Achievement Program.

Letter from Herman Aizawa, Assistant
Superintendent, Office of Instructional
Services, Department of Education, August
31, 1987.

Letter from  Herman Aizawa, Assistant
Superintendent, Office of Instructiconal
Services, Department of  Education,

September 28, 1987.

See, Hawaii, Department of Education,
Office of Instructional Services, The
Foundation Programs Authorized Courses and
Code Numbers 1986-1988 Practical Arts and
Yocational-Technical Education) {19853},

Tbid,, p. Le28.

Letter from Herman Aizawa, Assistant
Superintendent, Gffice of Imstructicnal
Services, Department of Education,
August 31, 1987.

CHAPTER 4

The information in this section is
presented for illustrative purposes to
give the reader a general background of
some of the past problems and needs of
small husinesses in Hawaii.

Robert C. Schmidt, Historical Statistics
of Hawaii, the University Press of Hawaii,
Honolulun, 1977, p. 566. Data exclude farm
and domestic workers, government
employees, self-employed, and employees on
otean-borne vessels. {Data for the years
1960 and 1961 were not available.)

Ibid.
Iothar &. Winter and Burton A. Scott,
Smel]l Business jin the Hawaii FEconomy,
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10.

1%.

12.

13.

University of Hawaii, Economic Research

Center, 1963.
Ibid., pp. 70-73.
Ibid., p. 304.

The stated needs of small businesses, as
outlined in Appendix J, were the result of
the authors' research and discussions with
varicus  small  businessmen, bankers,
lawyers, accountants, and the staff of the
Small Business Administration’s Honolulu
district office. Ibid., p. 75.

Case studies of 55 business terminations,
e.g., bankruptcy and business failure
during the period  1949-1960. The
businesses were categorized by major
industry groups incliuding agriculture,
forestry, fisherjes, COnRtract
construction, manufacturing, wholesale
trade, finance, insurance, real estate,
and services,

Robert A. Peterson, George Xozhetsky, and
Nancy M. Ridgwsy, "“Perceived Causes of
Small Business Failures: & TResearch

Note", American Journal of Small Business,
{July-Septembeyr, 19833, pp. 15-19.

4.B. Ibrahim and J. R. Goodwin, "Perceived
Causes of Success in Small Business",
American  Journal of Small Business, VII
(Fail, 1566}, pp. 41-50.

Ibid., p- 46.

Although the previous section discussed
internal as well as external problems and
needs of small business within the context
of the 1960 study, this section will
discuss only the current external lissues
of concern to small businesses. Another
study similar to that of Winter and Scotr,

suprda, may be approprigte to  exXamine
current internal problems and needs of

small business,

The GSBAC is not established by law. Its

formation is informal. The GSBAL was
first created during the previous state
administration. At the end of the
previous administration that GSBAC was
disbanded. The current GSBAC was then
created by the present state
administration. Apparently, the primary

purpose of the EBBAC is to provide a forum
fur open compunications between the small
business community and state government,
within which issues may be examined and
legislative ar administrative
recommendations formuiszed for submittal
o the Governor. See the Governior's Small
Business Advisory Committe’s Report to the



14,

15.

16.

17.

18,

1.

20,

Governor, dated January S, 1984 and
Gctober 29, 1983 Also, interview with
Ms. Bette Tatum, Chairperson of GSBAC,
November 12, 1987. fee zlso, footnote 5

ender Chapter 1, for list of organizations
or groups to which inguiries were sent and
responses received.

GSBAC  had recommended that the State
should avoid mandating new health care
benefits. In light of the enactment of
Act 331 1387 Regular  Session, this
particular issue was not examined. Act
331 provides that before any legislative
measure relating to mandating health
insurance coverage for specific health
services, diseases, ete., can be
considered, the social and financial

effects of the proposed mandated coverage
must be assessed by the Legislative
suditor.

Testimony from Hawaii Food and Industry
Association, Hawajii Business League, The
Chamber of Commerce, NFIB, vs 5.B. No. 20,
as amended which was subsequently enacted
as Act 235,

Testimony from the Department of
Accounting and General Services on S.B.
Ne. 20, as amended, on February 9, 1983
and on March 29, 1983, before Senate
Committee on Government Operations and
County Relations, and the House Finance
Committee, respectively. {This does not
necessarily reflect the position of the
current administration.)

Testimony from Hawaii Business Lesague,
City and County of Honolulu, Sheet Metal
Contractors Association, General
Contractors Aszociation of Hawaii,
Construction Industry Legislative
Organization, Hawaiian Dredging &
Construction Company, and NFIB, on H.B.

No. B24, as amended.

31 U.8.C §3901 et seq.

As  of Ggtober 1987, Congress  was
considering Senate  Bill 328, Prompt
Payment Act Amendments of 1987, which

would reduce the 15-day grace period to
seven days and then completely eliminate
the grace period on October 1, 1989,
Source: “The Week im  Congress”,
Congressional Index (Sctober 16, 19873.

H.B. No.  4bé, Fourteenth Legislature,
1987, State of Hawaii, amending section
Hawsii Rev. Stat., sec. 383-61.

Senate Conference Committee Report Ne. 121
on House Bill 444, Fourteenth Legislature,
1987, State of Hawaii.
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23.

2&,

25.

26.

27.

28.

29.

30,

31,

34,

Ibid.

Hawaii Rev. Stat., sec. 385-7 provides
similar regquirements for additional
unemployment compensation benefits.

A labor dispute has been interpreted to
mean "any conrroversy concerning wages,
hours, o©r other terms or conditions of
employment, or concerning the association
or representation of persons in
negotiating, fixing, maintaining, charging
or seeking to arrange wages, hours or
other terms or conditions of employment."
Ahne v. Department of Labor and Industrial
Relations, 33 Haw. 185, 194 {1871)
{citation omitted).

Inter-Isiand Resorts v. Akahane, 46 Haw.

150, 146 (1962).

International Erotherhood of Electrical
Workers v, Hawaiian Telephone Uo., 68 Haw.
T, 713 P.2d 943, 952 (1986} {citation
omitrted)}.

Views presented by Walter C. Decker,
position paper to NFIB Guardian Advisory
Council, Beptember 21, 1987.

46 Haw. at 151.

Senate Bill No. 274, 332, 1670 and 1677.
House Bill No. 1307 and 1678,

Hawagii Rev. Stat., sec. 386A-3.

Senate Conference Committee Report No. 64
in 1985 Senate Journal, p. 8%7 and  House
Conference Committee Report No. 74 in 1985
House Journal, p. %43, on House Bill No.
463, Thirteenth Legislature, 1985, State
of Hawaii.

See Position Papers o©f Hawaii Insurers
Council "Reasons Against Implementing the

Workers'  Compensation  State Fund for
Hawaii", and Walter . Decker ™Opposition
of the Cresation of State of Hawaii

Workers' Compensation State Fund”.

To date, no special appropriation has been
made .

According to DLIR, the $150,000
approprigted by Act 381 was not released.
The University of Hawaii College of
Continving Bducation was able to sponsor
the conference. The  report of the
conference, as reguired by Aot 383 has
been submitted by the University of Hawaid

to the Legislature. Letter from Orlando
Watanabe, Administrator, Disability
Compensation Division, BLIR, January 7,
1988.



35,

36.

38.

39.

40,

41,

42,

43,

bde,

45,

46.

47.

48,

Hawaii Hev. Stat., sec. 386-3,
Hawaiji Rev. Stat., sec. 386-1.
S.B. No. 15064, S.P. 1, passed third

reading in the Senate and is presently in
the House Labor Committee.

Karen  Hanan, Windward Shiatsu Therapy
Center, Inc., position paper to NFIB
Guardian Advisory Council on workers'
compensation.

Ibid.

Letters from Orlando Watanabe,
ddministrator, Disability  Compensation
Division, DLIR, November I8, 1987 and

January 7, 1988.

1986 Haw. First Special Session Laws, Act
z.

Senate Bills Nos. 186, 812, and 958, and
House Bill Nos. 5356, 1374, 1382 and 15382,
Fourteenth Legislature, 1987, State of

Hawaii.

See "Final Repart to Governor George R.
Arivyoshi", Adviscry Committee on Insurance
Capacity, February 1986, pp.  30-32;
hereafter Final Repert to Governor George
R. _Arivoshi. See also testimony of
varicus business organizations such 4as
Bawaii Medical Association, The Chamber of
Commerae, Healthcare Association of
Hawaii, Hawaii Insurers Council, and
Hawaii Independent Insurance Agents
Association on Senate Bill No. 958, 1%87,
pefore the Senate Committee on Consumer
Frotection and Commerce, February 18,
1987.

of Hawaii Academy of Plantiffs’
Attorseys, Inc., on  House Bill No.
17731-86, before Senate Judiciary
Committee, March 25, 1986.

Testimony

lbid.

Final Report to  Governor

Ariyoshi, p. Z6.

George K.

States Weather
Number 113,

“Privatization
Cutbacks™, Fiscal
March 1586.

Helps
Watchdog,

Kenneth W. Clarkson amd Philip E. Fixler,

The Kcle of Privatization in Flovida's
Growth {Executive  Summary;, Law &
Economics Center of the University of-

Miami and the Local Govermment Center,

Research Foundation.
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49,

50.

51.

Tracy A. Morgan, “Toward a State Policy on

Privatization™, The Privatization Review,
Summer 1986, p. 44,

Ibid.

See House Bill No. 606, 1987, which
provides for the crestion of & temporary

commission to examine government services
which may be contracted out to the private
sector, is presently in the House Labor
Committee.
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5.D.1
STATE OF HAWALL LULEL T,

e AEULUIL

REQUESTING THE LEGISLATIVE REFERENCE BUREAU TO STUDY THE STATE
QOF SMALI, BUSINESS IN HAWAII.

WHEREAS, small business plays a dominant role in the job
creation process, creating between fifty and eighty percent of
all new jobs, emploving one-third of the nation's work force,
and comprising more than ninety percent of all businesses
nationwide; and

WHEREAS, a number of important studies have shown that
small business is a key element in technological innovation and
the transfer of technology, which in turn are vital to
increased productivity and economic growth; and

WHEREAS, Hawaii's growing population requires the creation
of thousands of new jobs, most of which, according to recent
research, will be provided by the small business community,; and

WHEREAS, it is important, therefore, that the state's
small businesses expand at an increasing rate to accommodate
our population growth and remain competitive with other states,
especially those developing economic opportunities throughout
the Pacific Basin; and

WHEREAS, the ability of the small business sector to
create and retain jobs rests largely on the soundness of
managerial skills, business strategies, and financial
rescurces; and

WHEREAS, there is a need for improved state government
programs specifically aimed at encouraging the development of
small business, by promoting an atmosphere conducive to their
growth and removing unnecessary burdens imposed by the public
sector; and

WHEREAS, public sector involvement in the formation and
expansion of small businesses can act as a catalyst for the
creation of new economic resources through legislation,

RFS 1266
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preventive and problem-criented assistance, and promotional
activities; now, therefore,

BE IT RESOLVED by the Senate of the Fourteenth Legislature
of the State of Hawaii, Regular Session of 1987, the House of
Representatives concurring, that the Legislative Reference
Bureau is requested to conduct a study that will identify the
problems and issues of high priority for the small business
community, examine these problems, and propose sclutions for
consideration by the Legislature; and

BE IT FURTHER RESOLVED that in conducting the study the
Legislative Reference Bureau shall consult with the Department
of Planning and Economic Development, the Governor's Small
Business Advisory Committee, Small Business Hawaii, the
National Federation of Independent Business, the Department of
Education, the University of Hawaii, the Hawaii Business
League, the Building Industry Association of Hawaii, the Small
Business Center of the Hawail Chamber of Commerce, the Minority
Business Development Center of Honolulu, and other interested
parties representing small business; and

BE IT FURTHER RESOLVED that the Legislative Reference
Bureau's study consider, but not be limited to the following:

(1) Small business incubators to encourage the
development of new businesses and foster economic
development by diversifying the local economic base,
enhancing Hawaii's image as a center of innovation
and entrepreneurship, and increasing employment
opportunities and greater use of public-private
partnerships;

(2) Regulatory flexibility legislation, which requires
state agencies to analyze proposed laws and
regulations for their impact on small business, and
allows those agencies to adjust compliance and
reporting requirements, schedules, standards, and
penalties according to the size and capabilities of a
business;

(3} One-stop permitting and financial assistance centers
to help small business owners and prospective
entrepreneurs comply with various licenses and

RFS5 1266
4139E
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permits necessary to operate a bhusiness and provide
referrals to businesses needing information on
eligibility for public financial assistance programs;

(4) Small business development centers to provide
marketing, accounting, and economic analysis services
to small businesses that would otherwise not be able
to afford assistance in these areas, and more
efficiently link together existing small business
assistance organizations and create new types of
services where they are needed;

(5) Entrepreneurship education at the secondary and
post-secondary levels utilizing the expertise of the
private sector to develop appropriate curriculum;

(6) BAnalysis of business incentive programs that could
help stimulate small business growth; and

{7) 1Identification of government policies that
specifically relate to small business to include, but
not be limited to, permit procedures and fees,
payroll costs, tax and labor issues; and

BE IT FURTHER RESOLVED that the Legislative Reference
Bureau report its findings and recommendations to the
Legislature twenty days before the convening of the Regular
Session of 1988; and

BE IT FURTHER RESOLVED that certified copies of this
Concurrent Resolution be transmitted to the Director of the
Legislative Reference Bureau, the Director of Planning and
Economic Development, the Superintendent of Education, the
President of the University of Hawali, the Chancellor of the
Community Colleges, Small Business Hawail, the National
Federation of Independent Business, and the Chairperson of the
Governor's Small Business Advisory Committee.
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HOUSE OF REPRESENTATIVES
FOURTEENTH LEGISLATURE, 1987 .
STATE OF HAWAH

PRI

REQUESTING THE LEGISLATIVE REFERENCE BUREAU TO STUDY THE STATE
OF SMALL BUSINESS IN HAWAII.

WHEREAS, small business plays a dominant role in the job
creation process, creating between fifty and eighty percent of
all new jobs, employing one-third of the nation's work force,
and comprising more than ninety percent of all businesses
nationwide; and

WHEREAS, a number of important studies have shown that
small business is a key element in technological innovation and
the transfer of technology, which in turn are vital to
increased productivity and economic growth; and

WHEREAS, Hawaii's growing population requires the creation
0of thousands of new jobs, most of which, according to recent
research, will be provided by the small business community; and

WHEREAS, it is important, therefore, that the state’'s
small businesses expand at an increasing rate to accommodate
our population growth and remain competitive with other states,
especially those developing economic opportunities throughout
the Pacific Basin; and

WHEREAS, the ability of the small business sector to
create and retain jobs rests largely on the soundness of
managerial skills, business strategies, and financial
resources; and

WHEREAS, there is a need for improved state government
programs specifically aimed at encouraging the development of
small business, by promoting an atmosphere conducive to their
growth and removing unnecessary burdens imposed by the public
sector; and

WHEREAS, public sector involvement in the formation and
expansion of small businesses can act as a catalyst for the
HMA/0918y
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creation of new economic resources through legislation,
preventive and problem-oriented assistance and promotional
activities; now, therefore,

BE IT RESOLVED by the House of Representatives of the
Fourteenth Legislature of the State of Hawaii, Regular Session
of 1987, that the Legislative Reference Bureau is requested to
conduct a study that will examine the problems affecting small
business in Hawaii and propose solutions for consideration by
the Legislature; and

BE IT FURTHER RESOLVED that in conducting the study the
Legislative Reference Bureau shall consult with the Department
of Planning and Econcomic Development, the Governor's Smalil
Business Advisory Committee, Small Business Hawaii, the
National Federation of Independent Business, the Hawaii
Business League, the Department of Education, the University of
Hawaii, and other interested parties representing small
business and shall utilize an adhoc, broad-based citizen's
panel to analyze the underlying reasons for Hawaii's perceived
*anti-business climate."

BE IT FURTHER RESOLVED that the Legislative Reference
Bureau's study consider, but not be limited to the following:

{1 small business incubators to encourage the
development of new businesses and foster economic
development by diversifying the local economic base,
enhancing Hawaili's image as a center of innovaticn
and entrepreneurship, increasing employment
opportunities and greater use of public-private
partnerships;

(2) regulatory flexibility legislation, which requires
state agencies to analyze proposed laws and
regulations for their impact on small business, and
aliows those agencies to adjust compliance and
reporting requirements, schedules, standards, and
penalties according to the size and capabilities of a
business;

(3} one-stop permitting and financial assistance centers
to help small business owners and prospective

entrepreneurs to comply with various licenses and
permits necessary to operate a business and provide

HMA/0518y
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referrals to businesses needing information on
eligibility for public financial assistance programs;

{4) small business development centers to provide
marketing, accounting, and economic analysis services
to small business that would otherwise not be able to
afford assistance in these areas, and more
efficiently link together existing small business
assistance organizations and create new types of
services where they are needed;

(5) entrepreneurship education at the secondary and
post-secondary levels utilizing the expertise of the
private sector to develop appropriate curricula;

(6) analysis of business incentive programs that could
help stimulate small business growth;

{7) identification of government policies that
specifically relate to small business including, but
not limited to, permit procedures and fees, bond
reguirements, payroll costs taxes and labor issues;
and

BE IT FURTHER RESOLVED that the Legislative Reference
Bureau report its finding and recommendatiors to the
Legislature twenty days before the convening of the Regular
Session of 1988; and

BE IT FURTEER RESOLVED that certified copies of this
Resolution be transmitted to the Director of the Legislative
Reference Bureau, Director of Planning and Economic
Develcpment, Buperintendent of Education, President ¢f the
University of Hawaii, Chancellor of the Community Colleges,
Small Business Hawaii, National Federation of Independent
Business and the Hawaii Business League and Chairperson of the
Governor's 8mall Business Advisory Committee.

105



Appendix B

Relevant provisions of the Hawaii State Plan provide in pertinent part:

§226-6 Objectives and policies for the economy--in general. (a)
Planning for the State's economy in general shall be directed toward
achievement of the following objectives:

{1) Increased and diversified employment opportunities to achieve full
employment, increased income and job choice, and improved living
standards for Hawaii's people.

(2) A steadily growing and diversified economic base that is not overly
dependent on a few industries.

{b) To achieve the general economic objectives, it shall be the policy

of this State to:

R
ouled

(15} Increase effactive communication between the educational community
and the private sector to develop relevant curricula and training
programs to meet future employment needs in general, and
requirements of new, potential growth industries in particular.

(163 Foster a business climate in Hawaii--including attitudes, tax and
regulatory policies, and financial and technical assistance
programs-=-that is conducive to the expansion of existing enterprises
and the creation and attraction of new business and industry.

§226-10 Objective and policies for the economy--potential growth

activities. (a) Planning for the State's economy with regard to potential
growth activities shall be directed towards achievement of the objective of
development and expansion of potential growth activities that serve to
increase and diversify Hawaii's economic base.

{b} To achieve the potential growth activity objective, it shall ke the

policy of this State to:

{6) Provide public incentives and encourage private initiative to
attract new industries that best support Hawaii's social, economic,
physical, and environmental objectives,

{7} Increase research and the development of ocean-~related economic
activities such as mining, food production, and scientific research.

{8) Develop, promote, and support research and educational and training
programs that will enhance Hawaii's ability to attract and develop
economic dactivities of benefit to Hawaii.

(9) Foster a broader public recognition and understanding of the
potential benefits of new, growth-oriented industry in Hawaii.

§226-103 FEconomic priority guidelines. (a) Priority guidelines to
stimulate economic growth and encourage business expansion and development to
provide needed iobs for Hawaii's people and achieve a stable and diversified
eCOnoOny:

{1y Sesk a variety of means to increase the availability of investment

capital for new and expanding enterprises.

{Z; Encourage the expansion cof technological research to assist industry

development and support the development and commercisglization of
technological advancements.

106



(33

(%)

(5)

(6)

(7)
(8)

(93

(10

LI
SR

Improve the quality, accessibility, and range of services provided
by government to business, including dats and reference services and
assistance in complying with governmental regulations.

Seek to ensure that state business tax and labor laws and

administrative policies are equitable, rational, and predictable,

Streamline the building and development permit and review process,

and eliminate or consolidate other burdensome or duplicative

governmental requivements imposed on business, where public health,
safety, and welfare would not be adversely affected,

Encourage the formation of cooperatives and cther favorable

marketing or distribution arrangements at the regicnal or local

level to assist Hawaii's small-scale producers, manufacturers, and
distributors.

Continue to seek legislation te protect Hawaii from transportation

interruptions between Hawaii and the continental United States.

Provide public incentives and encourage private initiative to

develop and attract industries which promise long-term growth

potentials and which have the fellowing characteristics:

(A} An industry that can take advantage of Hawaii's unique location
and available physical and human resources.

(B} A clean industry that would have minimal adverse effects on
Hawaii's environment.

{C) An industry that is willing to hire and train Hawaii's people
to meef the industry's labor needs.

(D) An dindustry that would provide reasonable income and steady
employment.

Suppert and encourage, through educational and technical assistance

programs and other means, expanded opportunities for employee

ownership and participation in Hawaii business.

Enhance the quality of Hawaii's labor force and develop and maintain

career opportunities for Hawaii's people through the following

actions:

(A} Expand vocational training in diversified agriculture,
aquaculture, and other areas where growth is desired and
feasible.

{B) Encourage more effective career counseling and guidance in high
schools and post-secondary institutions to inform students of
present and future career opportunities.

(C)y Allecate educatiocnal resources to career areas where high
employment i3 expected and where growth of new industries is
desired.

(D) Promote career opportunities in all industries for Hawaii's
people by encouraging firms doing business in the State to hire
residents.

(Ey Promote greater public and private sector cooperation in
determining industrial training needs and in developing
relevant curricula and on~the-job training opportunities.

{F) Provide retraining programs and other support services to
assist entry of displaced workers into alternative employment.
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SUMMARY OF STATE INCUBATOR POLICIES
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Source: Wisconsin Department of Development, Division of Research and
Analysis, Bureau of Research, Models of State Entrepreneurial
Development Programs, TR-87-1, April, 1987, pp. 60-61.
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Appendix D
VENTURE CAPITAL PROGRAMS

TABLE |

GOVERNING DVERSIGHT

TARGETS

IHVESTHENT TYPES

ACTIVLYY

A¥

AR

AR

cA

Y

or

18

Resources Cory.

Lapital Develop-
ment Corporations

3¢ience
Techanlogy

innovation Devel,
Loan Program

Product Devel,
Lory.

Ernovat ton Gevel,
Loan Fund

High Tech, inno-
vatlon Research
4 Dev, Fund

Butiness Fnnova-
tion fund

i = public sector
§P = quasi public
S5P ~ singular state-inftiated privats

PP » public employees penston fund
T = tax dincentive/cradit

YEAP TVPE
1978 Qe
1986 7

1985 4P
1981 M
1915 @
1979 qF
1985 Py
1985 PU

State approp. $40M
from permanent fund,

Private Investors; 339
tax credit

$Y.ER From tnvestment
fund of Autharity.

Started with$2M from
EDA; $iM was added in
Fr 82,

1M 1a state approp.,
me; become seif sws-
taining,

£1.54 state, $iM EDA

$1.6M trom general
revenye,

fIM state

3 wenber board ape
pointed by Governor.

Bank Cowmissioner L
State Banking Board.

11 Directors, 10 of
which we appainted
by Governor,

Otfice of Small Busi-
ness, Dept., of
{ommerce.

Directors Eppointed
by Governor.

Administered by
Product Doevel. Cory.

Board: treasurer
comptroiler & 7
memhers of private
sector sppointed by
governpr,

Dept. of Commerce &
Commm ity Affaies;
Tochrnlogy Commer-

cialization Grants-In-

Atd Council,

Rehabiiitation & enhancement
of ranewsble sources & tour-
ism industry.

Ko specific targets.

Technology based companies
in early stages or new
products in extsting com-
panies.

Smat} businesses with inno-
vative products. Locsted in
LYLD areas.

Innovative yroducts and de-
fense companies uishing to
diversify.

fusinesses with aew products
or processes

RED activities ot pew and
existing small, high.tech
firms,

Technology-based new bust-
fiess start-ups or new pro-
duct develogment of exist-
ing businesses,

49% equity fn Firm,
a150 some deht and
grants.

Loans, equity, bonds,
ete.

Seed capital in the
Farm of debt, =quity,
royafiies or a combin.
ation of these,

Loans for working
capital, machinery,
real estate

Froduct §nvestment

with royalty agree-

rent,

Loans from 340,000 -
700,900, Max. term

six years

Equity agreements.

Royalty agresments
up %o 1100,000

Host of approyristion
comaitted, Operation
phise-out by 1968,

Ho development cory-
orations have been
tormed at this time,

Ho projects completed

T projects

Qver 77 products,
4.0,

15 proiects, §iM,

Ne prajects have bean
funded yet.

20 projects have been
approved, nd 14 have
#lready recelved
funding.
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TARGETS

PHYESTHENT TYPLS

ACTIVITY

iH

"

A

K$

K5

Equity Envest~
went Fund

{1Hnpts Venture
Fund Frontenac
Vepture La.

State Investment
Board

Corporation for
tonovation Dev,

Lorporation for
science apd
iechnology

Product Devel,
forp.

Venture Capital
Fund, L.P. invest
foerice Group.

Kansas lavest-
went fynd

fansas Venture
Lapfial, fnc./
fanfed Maney
Investmeat Board

1965

1984

1981

1987

1983

1983

1985

1986

FH

s59

PP

§5F

e

aP

re

S5P

SIM state

L2W state mprop.,
$5¢ from Frontenac,

L !5M from other
tnstituttonat {nvest-
ors,

fio agp. State pro-
+ides 3 tax credit
on 210M gf privie
capital.

20 state approp.
from general fund
every 2 years,

$1.24 In state funds,
Alse, lobtery will
provide more capital,

Frivate & inststy-
Lional investors,

Capitalization at

at $10.2M,

Up to $20M of pubiic
pension fund,

Uy to $10M of state
investment funds;
matched by privale
sector,

bept. of Commerce &
Conmynity Affairs;
Eauity tnvestment fle-
view Coomittee,

Private firm {front-
enac) responsibie for
favestments.

invastoent Soard,

1 mewber board,
appotnted by Li.
Governor.

floard composed of
indiyiduals Trom pub-
tic & private secior.

Board selected by
governor & conflirmed
ey senate.

Limited parinershiy.
wanaged by private
firm, {iavest Americal

Ks. Pub, Emp. Ret.
Sys. b investment
Counsel,

15 mgwher boacd.

Seatl technology-based com-
panfes that are attempting
to expand,

Prefers technology based
slarivgps,

Technfcally oriented, growth
fir s a% vartous stages of

development based in Indfana,

Yechnalogy-based research
leading to product that wi'l
enbance Indizoa econgory,

Bew innpvative product dev-
elopment that wiil ephance
jowa job creation.

start wps. First 18 moaths
atl fnvestments must be

im b, After that, wpy
to /3 capital can be in-
vesied out of state,

Gustnesses Togated in the
state,

Senll busisesses pwned by
Kansas residents or any ffmm
or subsidiary operating pri-
marily in Kansas,

fauity, royafties, or
partictpstion certi-
fieates. Maximum
ampunt fs $050,000,
211 private/public
match,

Equity in form of
commen stock or con-
vertibie securities,

Limited yartner,

fguity or equity type
investments with CED
tating signi¥icant
ranagepent role,

Royally sgreements
and contract research,

Product Investment
with royalty sgree-
vent. Only prudent
investor deals,

Equity agreements,

significant ranage-
ment role sought.

Secured debt & 1imit.
ed pariner.

Debt and equity.

4 profects have been
funded,

3 projects have been
chosen,

$1iM commitied,

10 projects, S$5M,

3! yrojects, SIIH.

T projects, $995,000.

? projects,

$4H commitied to 2
funds.

tiet yet in operation,
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SIATE WAME YEAR TYRE FUNDING SOURCES GEYERHIRG DYLESinHT TARGE IS IRVESTMENT TYPES ALTIVENY
RS Venture Lepltel 1988 7 Privele Investors 25¢ Department of Commerce. Smati busborsses owned by Common or preferred Hot yet in operation,
Conpanies tax credit, Enasas residents or any firm stock; vartous types
or subsidisry operating pri- of debt.
marfly in Xansas,
£h Smail Butiness 1980 0P 7% stale approp. in Board appointed by Small growth firms, minoe- Lend through fnter- 2 projects, 3275,000,
fquity tory. 1982, governor, fty owned businesses, mediaries (S6{0°s only timfted squity
Hinority Enlerprise
SBIC s, & certified
dev, corp.) on match-
ing hasts., These oper-
attoss then finance
firmg through equity
dabt,
LA Capital Companies 1984 1 Brivate investors Dept. of Cormerce Busingss capitzl for sur- Primarily equity, o capital compan-
5x Credit 5% taw credit, vivat, expansion, § new ies have been certi-
product develoyment; ex~ Fled,
clydes cil 3 2as, rea!
estate, and banking.
HE Capltal Corp. 1980 SS9 1M of private capi- Private, fer-profit Developling, new compantes, Equity § equity type 1 yprojects, $7502,000
til; £G% tax credit, SHEC. Additions) cap~ or mature leversged buvouts. financing. Pol2 sought
stal avatizble from Mo spectfic Industry target. on firms board of dir-
ectors,
M3 Eguity Partict. 135 PU Approp. from existlng  Maryland Smatl Busi- Binorfty {race and sex} Temporary equity & Operationat in 1985,
pation Investment fund, Add't. funding ness Devel, Financing  franchise businesses. start-up capital
expected in 1986, Euthority, no formal
guldetines yet,
Ha Capital Resource 1977 ¥ $E40M from 1ife timited partnership Expansions, turn arounds, Mestiy subardinated 10 compantes have
Lumypany insurance industiry. ovned by nipe lite management byyouts, debt; some equity, or been funded; ?,500
insyrance compenies. convertible debt. Jobs hsve been
Deals range from creatod or retained,
200,000 - $4million,
HA  Comewnity Devel. 1980 QF  invesiwents mede frow  Independly operated, Viable smat) bustnesses Enuity, usually 32 projects, $8.5M

Flnanre Lorp.

3108 fund provided by
state.

Eoard consisis of 2
pverument of ffcers
6 appointees of

gqaveraor,

sponsored by Community
Devel. Corporations,

shared with COC's as
well as some debt.
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SIATE RAME

YEAR

TYPE

FUNRING SOURCES

GOVEMNIAG OVERSTGHT

TARGETS

THVESTHENT TYPES

ACTIVITY

MA  Technulogy Devel,
Cory,

Bt Venture Copltat
Bivision

HS  Chayter 45§

BT Captisl Compznies

W Business Devel,
Cory,

B Hesearch and
Deve fopment
Institute

NY  Business VYenture
Partnership

BY  Cory. for [nno.
vation fevel.
Program, Science
£ tech, Founds-
tien

* This entity wat originally estabiished in 1991 as the Hew Mexlco Emergy Research and Develgpment Institute.

services and products,

199

top?

1985

1981

1983

1906+

£984

1962

ar

PP

-

it

PP

op

$4M from state, $3M
from EhA,

Tan nvest vy to 5%
of public pension,
i.e., 3500 mititon,

Private investors
255 tax credit,

Private investors
25% tax credit,

S2M private as well

as $5M credit capacity
with state & Tinancial
institutigns,

$2.5 per year from
state funds,

Can {nvest yp to 5% of
wublic pension fund
($60M}

$2.84 in state (1.0M)
& federal fuads {I0A,
[S121

Beard consists of 3
gov't oftictals, 2
scademlc sector, §
from privele. Al ap-
potnted by goveranr,

State treasurer,

State Board of fceno-
mic Development,

teonomic Devel. FRoard.

Privale,

State sgency.

Private firm.

Decision made by

Foundat bon Board of
Birectors, compesed
af conmissioners of
heatth, education &
commerce & private
seclor Individuats,

in 1986, fts name and mission was changed.

Lariy stage, tech, based
firms.

Small business or wentyre
capltal Flrms; high growth

high tech flrms.

Small business engaged in

wig., agriculture, min-
erals, transportation,
R 5D, etc,

Smatl buslness enqaged in
mnfg., syriculture, tourise,
transportation, R 4 0, etc.

farly stage firms, start.ups

on limited basis,

Technology based products,

services, and processes

close to commercisiization,

Foster fnnovative, tech.
based, new ventures that
»i1§ stimslate slate
economy,

Combinations of
equity & debt. AN
{nvestments on co-
ventyre basis.

Plrect 3 passive in-
vestments.

Pebt equity or Tease-
back Flmancing,

Loans & Equity,

Collaterized debt;
equity afso avafl-
ahle.

HED seed capital on
23 roystty basis,

Limited partner,

febt, equity, or hoth
3:0 private match,

29 projects, $7.3M
created or retalned
1,242 jobs,

$1601, 10 companies
and {5 venture capi-
tal funds,

Hot yet functiening,

4 capital comgenles
have obtatned thelr
tnitlal capitall-

zation of S$700,0u0,

1 projects and 3i#
committed,

16 projecis, $2.7M

SI0M coamitted,

21 projects, $2.75M

1ts original focus was on energy related
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N KANE YEAR TYPE FUNDING _SOURCES GOVERNING GVERSIGHT TARGETS IHYESTHENT TYPES ACTIVIYY
NC  Innovation 1983 QF  $725,000 state wpprop,  State Technological To {irms with relevance to Seed capital, royals 16 projects,
Research Fund £375,000 state approp, Bevelopment Authority, NC ecoromy; want links o ty.
state yniversities, up to
50,000 pur project.
¥ Yenture Capital 1985 1 25% tax credit to in-  Private, state. Smat) businass, R4 D Start vy and venture; Hone certified yet.
vestors uy 0 & max, cerbifted capltat not seed,
of §250,000 each, corporations 350,600
1348 ctate tots)) base)
o bdizsom Seed Dey. 198}  PY Aupros. 32DH oub nf Thomas Edison Program, Appiied vesearch partner. 450,000 RAD grants: S84 grajects over
elopment Fund the $67,%¢ state- Beparbment of Develow- shiys between businesses royalty sgreements, 55.34 state funding
funded Thomas Alva ment, Also Industrial  and universities. uy to 5250,000. ratched by $8.2M from
tdisen Propram. Technology & Enterprise industry.
Mdvisory Board, & bi-
partisan independent
bedy.
G#  PERS 1981 FP Up to 5% of 5118 fund. Public Emp. Rek. Sys. fot for seed cap. flrect and passive S64H committed,
{nvestment,
OR  Fesource & Tech. 1935 OP  Hp to $130) state Ror-profit, public Ennovation §n exfsting in. Hear equity Seed Kot yet §n operation,
nology Devel. gpprag., depends on corporation. Board dustry § develowment of capital, RAD funding,
Corp. fottery receipts, represented by govac-  new industries,
nor & 10 directors
choten by him from
varipus sactors with
senate conf lrmation,
OR  Invesiment 1983 PP [Bn use up to 51 Investment Council, Hone Ho equity, S100H cormd tted.
{43004} but relies on Finan-
cial assessments of
private venture
capital fimms,
FA  Ben Franklin 1983 GF B3 set aside from Four regional pri- ow businesses dering fauity financing ¢ projects,

Bartnership
Seed Capleal
Fund Program.

L1908 industrial
revenue bond finan-
clal program, 115,34
of private capital,

yately-managed funds,

earky stages including
flrms #n tmatl business
incubators, Seed capital,

privale match,
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HAHE YEAR

TYPE

FEhpinG SOURCES

GOVEREIMG OVERSIGKET

IARGETS

INVESTHERT TYPES

AETIVITY

P

Y

W

w

Source:

State Employees 1984
Fetivemsnt Jund,
fublic School
fmplayees Retire-

went Fund,

Tech, Flmance 1983
Coryp,

State Invest- 1981
ment Board

Corwmnity Capital 1982
inc,

Caplital Corp. 197%
of Myoming

Capitel Companies 1986

PP

OF

rp

55p

QP

Yy to 19T of assels,
1.e., 5100 mitbion,

3.7 progras vevense
hase., Appron, §IH for
venture gapital pro-
grawm,

Can use uy te BY of
state pension funds,

$250,000 in one-tlme
anty state approp.,
$2.68 from private
investors; $100.000
tn contribations
attracted by 75% tax
credit,

11.2M Enitial capital,
Atlso many fnstity-
ttonal stockholders,

Private tmvestors 501
tax credit,

Posrd appointed by
Governor. Yenture
capital Frogram ope-
rated independentiy
by Utah lechnology
VYenfure fund 1.

Board of Trustees
for fund,

Board of Directors
elected by sharehald-
rs.

investment decisions
wade by privately-
managed brd. Created
Capital Corp,, & pri-
wale SMIC {Tunding
svatlabie from SBA}

Industrizl and Trade
Jobs Development Corp-
oratfon,

At Epast 50U in Pennmsylvanla
firms,

Hew and tmerging based
companies

Hone

Firms connected with coms,
deveilopment corporations.
Create jobs for chrontcaliy
unemp loyed,

Diversified mrg. enter-
prises with potential
growth management.

Business capital for sur-
vivat, expanstlon and new
product develupment.

Tquity position, some

management role
sought,

Limited Parnerships

Equity and debt

Equity and debt

Equity and Debt.

65 militon invested
in ¥ venture funds,

Ho profects com-
pleted.

$Z06M committed

24yrayects, $005,000

Rpyprox, 25% of over
$17.74 commivted
and viable,

Ouerational {p F9B6,

Wisconsin, Department of Development, Division of Research and Analysis, Bureau of
Research, Models of State Entrepreneurial Development Programsg, TR-87-~1, April 1987,

PR. 91-96,
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Chart 111

PUBLIC PENSIDN FINOS
CHANGES 1N INVESTMENT RESTRICTIONSY

{1978.-1984)

o Prudence  Baskat ™" Qther Assets i
iE!”W Change Siandard  Clause changes {§8111ions}
[ [ 1.7
A7 x [ ] 3.7
AR b 1.9
A X 3 M5
©0 4.0
¢l x 3.0
[ x 8.1
fL d,v 1.9
A x 4.7
H .t 2.2
J{1] x 0.7
H X 1% f 9.0
L] % 2.1
1% x 2.3
£ 3 1.9
Ky g 3.0
LA 3 3.9
3 x 0.7
. ] i 4.3
»A x 2.1
HE J(5K} 9.4
e 4,k § £.2
" x 1.7
" x 1.4
Ll x 0% 0.7
N8 x 1 0.5
i |3 1.3
Nt F 0.6
# 8 3.2
Ll # 1.1
WY LY o » {65} 3.0
NC r 8.0
[ ® {20%) 0.6
[+ 1] x 1 (5%) n,0.4, 20.4
L p 1.7
off 4.0
PA jUO%L0E q {5%),r 11.0
44 e 0.7
S€ X .0
30 % 0.5
b “ 3.4
T ¥ 12.4
ul 3 1L
¥1 W 8.3
A % 6
- x 5, iﬂ.} 1.4
W 2 5, (3% 0.6
::4 * g3

i =
Total s
t;!imd‘. pp. TE-12-31-13.

Wpates moy inciude more then one public pession fund systes.

Hepngtitutiona] Investor Magazine,” December 1984.

Ppirect falls and “Pension and Investment ﬁge,"'va}rious editions, 1984,

*lneluges $70.0 million invested by Chicago Municipal Imployees Annuity
and Benefit Fund, .

arfaséet ciause means allowing @ certain per cent of peasion fund assets
to be tavested in weys nol Otherwise permitted.

Appendix E

Yanture'Z

Investmants
{ini1tions)

1511
T

1.0

4.0~

2.8
z

L

0.0

0.4
0.0

NOTES TO TABLE SHOWING CHANGES IN RESTRICTIONS

[ - B 3

. Indicates presence of the restriction

. Authorized a home loan program

. Permitted covered call options

. Btate funds required to invest in in-state morigages

. Authorized investment In comwercial paper, bankers' sccepltances,

and repurchase agreements

™

. Eliminated restoictions on Israsli bonds, Nstional Housing Bondse
. Eliminated vestriction on the number of years for which

dividends were pald
g... Authorized city pension systems to pool Lnvestments to improve

yield

h... Propesed authorizing investments in real estate mortgages

. Increased maximun peccent of assets to be lnvested in

non-dividend paying stock

. Authorized assets to be placed in venture capital limited

. Authorized investment in forelgn bonds
. Authorizes writing of put and call options
. Intreased waximum percent of assets to be placed annually in

. Allowed investments in real estate mortgage cectiificates and

i..
..
partnerships
k..
Lo,
w..
equities
n..
debentures
..

. Allowed basket clause exemptlon for investments in in-atate

corpocatlions

NnEageen e 0

Saurce:

. Eliminated restriction of maximmm percent of assets in any
single investment

. Allowed investments in over-the-counter stocks

. Allowsd investments in U.S. securities, pooled real estate funds

. Required portfolic diversificatlon

. Eliminated maximum percent of single stock held by fund

. Authorized investments in gold bullion

. Authorized investments in FNMA obligstions

. Allowed investment in commerciasl real estste

. Under consideration

U.S. Small Business Administration Office
of Public Advocacy. State Activities in
Capital Formation: Venture Capital,

Working Capital, and Public Pension Fund
Investments (Washington: 1985), pp. 30-31.



Appendix F

HAWAIT CAPITAL LOAN FROGRAM
Classification of Loans as of 4/17/86

Mumber of Loans

Original Loan

Number ] Amount %
1. Construction 9 B.2 $ 505,000.00 6.9
2. Forest Products - -- $ —— -
3, Mamufacturing:
a. Flectronics 2 200,000,00
b. Energy - - — --
c. Garment 13 907,500.00
d. ¥Wood Products 2 74,000.00
e. Epg - - ——— -
f. Fruits 4 200,000.00
g-. Vegetables -- - - --
h. Others _i0 1,420,500,00
Sub-Total 41 37.2 $2,802,000.00 38.5
4. Nining - - o —
5. Nursery .- .- —— -
6. Retail:
a. PRestaurants, Fast
Foods Catering 5 251,750.00
b. Fish Market 4 290,000,00
c. Other _8 463,000.00
Sub-Total 17 1%.5 $1,004,750.00 13.8
7. Service:
a. Hotel 1 50,000.00
b. Professicnal (Dr.,
CFA, etc.) 2 62,750.,00
¢, EBeauty Salon - b —=- -
d, Cable TV -~ - ~-- --
e, Care Homes 2 119,500, 00
f. Printing - - - -
g. Film Industry z 107,856.90
k. Others 17 963,300.00
Sub-Total 24 21.8 $1,303,406,00 17.9
8. Transpertation:
a. Freight 1 250,000.00
b, Passenger _1 7,500.00
Sub-Total 2 1.8 $ 257,300.00 3.5
9. Wholesale:
a. Fishing 6 491 ,040.00
b. Other 1 921,603.00
Sub-Total 17 15.5 $1,412,643.00 16,4
GRAND TOTAL BE) 100.0 $7,285,299,00 100,0

Information provided by the Department of Business and Economic
Deveopment, ¥Financial Assistance Branch.
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Appendix G

DEPARTMENT OF BUDGET AND FINANCE OF THE STATE OF HAWAILI

SPECIAL PURPOSE REVENUE BONDS FOR

MANUFACTURING, PROCESSING AND INDUSTRIAL ENTERPRISES
AS ORIGINALLY AUTHORIZED BY THE STATE LEGISLATURE

Project Name

Ethanol Plant
Aloha Studio, Inc.

Fwa Plain Water Development
Corp.

Kamaoa Wind Energy
Partners

Hawaiian Abalone Farm
Cyanotech Corp.

Wailua River Hydro
Hanalei Power Co., Inc.

Honolii-Mauna Kea Power
Company

Honolii-Island Power
Company

Scurce: State of Hawaii, Department of Budget and Finance,

Legal Authority

Act 109, SLH 1983

Act 300, SLH 1983

Act 96, SLH 1985
Act 145, SLH 1985,
as amended by

Act 3, SLH 1987
Act 147, SLH 1986
Act 190, SLH 1986
Act 259, SLH 1986

Act 227, SLH 1986

Act 263, SLH 1987

Act 304, SLH 1987

118

Original
Authorization

$10,000,000

510,000,000

$25,000,000

$12,000,000

$ 6,000,000

5 3,000,000

$ 9,000,000

$12,000,000

$15,000,000

$20,000, 000

October 14, 1987
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Appendix H

WISCONSIN SMALL BUSINESS DEVELOPMENT CENTER
INFORMATION SERVICE

Objectives and Tasks for Dissemination of Business Information

To determine the information services
rneeded by smsll busifness owner/managers:

Develop a mailing list of small bosiresses,
private c¢onsultants, SBBC coordinators,
county agents, consultants, insfermation
staff, professionals with sweall basiness
cliests, e.g., lawyers, CPAs, advertising
firss, evc., government agencies invelved
with small business, and business
librarians/information specialists;

Pilot test the swrvey indtrument and revise
the servey;

Disseminate survey to wailing list;

Send follow-up letter to insure
statistically adequate sample;

Analyze reszults of survey to determine
needs  of sma}] business pEISONS as

idestified by a3l groups concexrned.

Te  identify, collect, ciassify, and
disseminate business information:

Survey literature of secopdary dats sources
relating to business;
Develop and prepare a4 writter collecyion
development policy;

Investigate possible classification schemes
for materials, and identify most usable,
applicable system for the collection;

system for
classify,

Set up technical processing
materials, and as they arrive,
process and shelve them;

Set up system ip process and roule business
periodicals;

Use colliectjon devalopment policy
guidelines to contirue to build a better
collection for serving the small business
community.

To develop and implement a network ox

referral system for informatiom from
libraries, government agencies and other
informsation services, .., business
reference libgariasns, government agency

librarians, researchers in business areas,
and staff of agenciex organized to help
businesses:

Interview individuals already involved in
business information services, B g
business reference librarians, gzovetmpent

agency librarians, researchers in busipess
areas, and staff of agencies organized so
help businesses;

Cbrain  :nformation on  new compercial
seurces availabie;

Place SBPC'S name on newsletter and
brochure mailing lists of commercial and
government publishers;

{4}

{5

{6)

119

Survey bnsiness reference books for sore
soprces of informatiomg

S5et up card file system of contacts as they
are wade and continne adding to this
netwaork.

inmitiate use of
databases as

To  investigate and
government abpd coswercial
information sources:

Ubtain information from producers,
commercial apd goveramental, of busipess
inforpation datadase, including  costs,

hours of service, services offered, atc.:

Tecide whith sources to try and learn
protocals to access selected systems,

Run several sample searches;

Atrend seminars on using specific services
and/or database;

Continue to investigate other services like
DIALOG, WILSONLINE, etc., as they become
available, possibly svbseribing te
periodicais to jearn of nRew computer
services and databases and in<rease usage
ef information services and data banks,

fOrganize file of searches tun for (uture
referance
To ohtain and dizseminate business

infoermation from lecal, state, and federa}l
government sources as well as commercial
publishers:

Investigete publications of government and
commercial publishers useful to small
bus iness;

Obtain meltiple copies of free publications
1o disseminate to business oMnel/MAnagers
and business counselors or consultants;

Disseminate order informatien for good
sources reguiring A& fee for their
publications.

To market the service te individuals

invelved with swal)l business in the state:

4ssemble  information for 3 brochure
describing the services of the information
service and order the publication printed;

Mzintain detailed records to identify ase
patrerns of end users of this service;

Record use of iaforgation by sources, e.g..,
computerized databases, rraditionpal library

sources, and end uwsers, 2.g., county
agents, small business clients, state,
federal, and Jocal government  agency
employees, etc.;

Produce a semiannual ssomeary of  the

gccomplishments of the information service;



. Locate mpailing lists to use for brochure
distribution and distribute brochure
through direct mail, govermment agencies,
and other library/information services;

. Develop news letter-type artjcles on
sutstanding publications or darabases for
submission to SHEDC newsletter editor as
well as to editors of other newsletters
sent te business persens in all areas of
the state.

(73 To quantify and publish accomplishments of
the inforymation service:

. Haintain detailed records to identify use
patterns of end users of this service;

Record use of information by sources, e.g..,
computerized databases, traditional library
sources, and end wusers, e.g., county
agents, small business clients, state,
federal, and loca} government  agency
exployees, etc.;

. Produce a semiannual summary of the
accomplishments of the information service.

Source: Susan 0. Awe, “The Wisconsin Small
Business Development Center Information
Service", Special Libraries, Summer,
1986, pp- 154-153.
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Appendix |

THE CENTER FOR ENTREPRENEURSHIP
WICHITA STATE UNIVERSITY COURSE DESCRIPTION

Undergraduate Courses

1600 '
Introduction to Entrepreneurship

An introductory course designed to familiarize
students with the world of small business, and analyze
the personal strengths and weaknesses of students
refative to launching an entrepreneurial career. Atten-
tion is given to planning, financing, starling, and
managing a new business. The course fulfills WSU's
general education requirements.

361
Entrepreneurship: The Start-Up

Exploration of ways 1o own a business, including
starting & pew business, and buying a franchise or
existing business. Students use the case study method
of learning, conduct a market analysis, and generate a
sales forecast.

ME 4501
Technical Entrepreneurship

integration of engineering and business skills to
expose the engineering students to the steps involved
in taking an idea from the prototype stage io the
finished product in the marketplace. Business plans are
developed around new products conceived by the
engineering students.

465
Smali Business Management

Study of technigues of managing a small business,
how to manage it successfully, what problems to
expect the first year, and how to prepare for changes
that accur 8s a company begins to mature. Relevant
perspectives onmarketing, finance, accounting/control,
and operations are included.

560
Smalil Business Consulling

Students gain experience in consulting with an
existing small business, and work with the owner in
teams, with the help of the instructor, to identily the
problem, gather information, propose solutions, and
assist the owner in the implementation.

Source:

121

663

Advanced Entrepreneurship — Venture Creation
ldentification and development of procedures for

starting a new business, and development of a business

plan including definition of the business, market

analysis, and capital requirements.

Graduate Courses

868
New Venture Feasibility Seminar

Students learn methods of selecting financial sources
through the preparation of a comprehensive feasibility
study. Topics inciude sources of capital, marketing
analysis, pro-forma development, feasibility decision
making, and preparation of a loan package.

893
Organizational Innovations in Entrepreneurship
Methods of ingorporating the entrepreneurial spirit
into the corporate setting are studied from a vnigue
managernal point of view. The case study approach is
used, and methods of encouraging and enhancing the
creative problem-solving process within a department
or company are studied.

Seminars, Workshops, and Individual Studies

The Center offers a variety of workshops, seminars,
individual and group directed studies, and internships
that can be specially tailored to the individual's educa-
tional and entrepreneurial goals.

The Center for Entrepreneurship-Wichita State University.



Appendix J

THE STATED PAST NEEDS OF SMALL BUSINESS IN HAWAH

General management

1.

6.

11

The owner is often unable to organize his
business efficently and to delegate many
of the details of operation to others who
are specially gqualified. Therefore, he
has too much to do with too little time in
which to do it; he "spreads himself too
thin,” trying to do everything himself
instead of delegating authority.

The small businessman needs to be a
gereralist rather than a specialist so he
can handle all the many aspects of his
business well. He needs a good knowledge
of his preducts, buying, selling, handling
finances, and many other areas.

There needs to be a good balance amwong the
varions functiens (departments) within the
company. Sometimes the businessman will
devote much time to 3 few activities while
neglecting or ignoring others which are
also essential.

There is need for more business management
courses, with special emphasis on sclving
the problems of small business.

Smail businessmen should utilize
management consultants to survey their
operaticns and make suggestions for
improvements.

Small businessmen must learn to anticipate
and plan for the future of their
businesses; this ares of planmning ahead
intelligently is much neglected in small
business today.

Before he decides to expand his business,
the small businessman should either have
or develop the ability to manage and work
with people effectively.

The expansion of a business needs to be
carefully planned in advance. In general,
it is unwise to expand intc another line
of business without previous experience in
that line.

The enterprise ss 3 human organization has
to be able to survive the lifespan of any
one man.

Frequently a smalil businessman
unnecessarily  drains  capital from  his
business to pay excessive salaries to the
officers of his firm.

The small businessman sometimes invests
unwisely in expessive eguipment that he
actually doesn’t need in his business.

Fersonal extravagsnce by the cwper of a
small  business  sometimes causes  him
sericus trouble.

2

Personal characteristics of the owner

i.

Managers need to have professional skills.

Lack of education is a major handicap to
the small businessman in Hawaii.

The businessman's personality may be
offensive, and he may, therefore, tend to
make enemies.

The busipessman must have good judgment.

The small businessman frequently regards
himself as an expert in many fields when
in fact he is not.

The small businessman is by nature
independent and detests controls and
regalation by any outsider--therefore, it
is somatimes hard to persuade him that he
needs any help or should change his ways
of doing things.

Complacency on the part of some small
businessmen causes them te be indifferent
to their problems and to the need for
solving them whichk would make their
business operations more efficient.

Financing

N

Small  business in Hawaii is greatly
hampered by & lack of sufficient capital,
particularly for equity purposes.

There  must be additional permanent
investment capital made available to small
business as well as risk or venture-iype
capital.

Apparently the greatest need for credit
and loams en ©ahu is in manufacturing,
because the managers do not have
available, concise, accurate records on
which to base their loan requests.

It is best to borrow needed capital from a
bank.

There is great need for a liberal loan
policy and & lending program designed
specifically for small businesses--one
that will be safe for them to participate
in.

1t is freguently difficelt for the small
business to gualify as a good risk for a
loan and te provide collateral for leans.

More information should reach the small
businessman about the available sources of
capital (e.g., a banking manual).

Small business investment companies should
be established in Hawaii.



Financing {(continued)

g.

10.

11,

iz.

13,

A continuous study of small business needs
for c¢redit in Hawaii and the extent to
which they are being satisfied would be
helpful.

Small business needs special sources of
credit  and loans in recession  or

depression.

Undercapitalization is prevalent in
Hawaii. Also, firms frequently expand
without sufficiemt capital to suppport
them.

The small businessman needs fair and equal
credit trestment from suppliers.

Wholesalers in Hawaii no longer extend any
credit to Tetailers.

Business records

1.

A lack of basic financial and cther
records is prevalent among Hawaii's small
businesses.

Businessmen need to understand financial
statements and the niceties of financial
management. (Special courses might help)}.

Accounting and costing systems,
exist, are sometimes deficient.

if any
Businessmen in the islands sometimes fail
to properly estimate Costs.

should use
close

The small business owner
financial vratios in keeping a
current check on his operations.

Merchandising

1.

The swall businessman complains that his
customers are hard to satisfy; they want
more  services, lower 9prices, greater
variety of merchandise, etc.

Merchandising methods used by many small
businessmen in Hawaii are outdated and
obsolete.

The Hawaii businessman has a particularly
difficult time in getting merchandise,
becavse of the large shipping costs and
great length of time involved.

& poor location can be fatal for a small
business, for if a place of business is
not convenient for prospective customers,
they will not patronize it. Also a
location that was once a good one may RO
longer be 50 (e.g., downtown area, slum,
declining neighborhood, etc.}.
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5.

16G.

Herchandising (comtinued)

Frequently a trade association c¢an perform
a useful service for the membexr
businessman by promoting the products of
the association membership as & whole, but
many small businessmen do not join these

associations and penefit from  their
services.

FLosses from bad debts plague many
buasinessmen. These ¢an, of course, be
especially hurtful to the very small

business. They can be largely prevented
by the businessman if he makes a thorough
investigation of customers' credit ratings
bhefore granting credit,

The small businessman needs help in
learning how to "sell himself” and how to

market his goods or services more
effectively.

Technological advances may shift
consumers’ preferences from one product

(which firms have on hand) to a newly-
developad substitute incorporating some
improvement over the old one.

The small businessmap is prone 1o
accomulate inventory in slow-moving items,
thus unecessarily tying up his working
capital. Conversely, he may not keep
encugh stock of his fast-moving items,
therelby losing possible sales. Both of
these mistakes could be prevented by
adopting and using a system of inventory
control, with pericdic checks as to what
is on  hamd, then <clearing out the
"deadwood . "

Advertising is often neglected by small
business. Or, the advertising that is
done is not placed where it will do the
most good. From this it follows cthat
businessmen need education in the values
of advertising, followed by assistance in
its effective use.

Many small businessmen do not use the
market information, services, and
facilivies that are already available to
help them. Among these sources of help
are busipness publications, government
reports, trade associations, etc.

Businessmen should exchange information
and technical knowledge for the benefit of
all in the community.

There is a great need for the counseling
of the prospective businessman before he

plunges umprepared into  the business
world. He needs adequate advance

preparation and training; or he needs to
be told why he should not go into business
for himself. Both of these services would
be equally wvaluable, to the individeal
businessman, to his local compumity, and
to the economy.



1.

business environment

A decline in business activity is very
damaging to small business.

Declining pepulation on the neighbor
islands is very detrimental to small
business there, as indeed it would be
anywhere,

Fluctnations ir world coffee prices have
been disastrous to small businesses on the
Isiand of Hawaii.

Competition

1.

140

il

Monopolistic practices by big business
undermine small businesses.

There are too many small busipesses in
Hawaii.
Laws regulating competition must be

clarified and enforced.

Price competition and discrimination are

formidable problems to the independent
businessman.
Large business firms can lower prices,

even below cost at times, thus causing the
small businessman wmuch difficulty if he
cannot lower his price to the same level

and Xkeep operxating. VUsually, the small
business cannot afford to drop prices
below cost, because it cannot absorb
losses as big business can.

Big business sometimes receives unfair
price concessions  that give it a

competitive advantage over small business.

It is difficelt for a small business to
obtain the rights to sell the best brand-
name products, especially if established
dealers already have exclusive rights.

Chain stores, with their lower prices and
wide selection, are a seriouws threat to
small business.

The strong trend toward supermarkets in
Hawaii takes business away from the small
grocey.

Foreign competition from low~cost
countries is damaging to the small
businessman in HRawaii, becsuse he can't

meet their prices.

Small business cannot compete effectively
for well-qualified employees because of
its imability to offer as high salaries

and benefits as large corporations and
government .

Discriminatery  freight  rates are =&
problem, especially in Hawaii, because of

its vicingl remcteness.
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Competition {contimued)

13.

Labor

small
small

against
to the

Government  competition
business is unfair
businessman.

Employees should be selected after a
thorough review of their background,
personality, and their suitability to the
particular jobs available.

It is vital that the businessman have good
employee relations and that he be able to
compunicate effectively and continually
with his employees.

There is a need for wage stabilization so
that a small business may effectively
compete for labor on even terms with other
businesses, both small and large.

Higher pay for labor is difficuly for
small businesses to provide within theiy
limited means.

Shorter working hours demanded by labor
are a handicap to the efficient business
operation.

The small businessman cannot afford to
provide pensions for his employees.

Government

1.

Government regulations freguently cause

problems for the szmall businessman.

The small businessman needs to be given
more and better knowledge of government
regulations.

Conflicting policies and orders issuing
trom the many government agencies
frequently cause great difficulty and
frustration for the small businessman.

Government competition with business is
deeply resented.

The loss of government coniryacts may be
seriously damaging to a small business.

Taxation

1.

The high income and corporate tax rates
now in effect prevent the accumulation of
funds which can be reinvested in the
business.

High tax rates tend to depress incentives.

High tax rates squeeze working capital and

limit the development of operating
facilities, thus limiting the growth of
business.



Taxation {continued)

4. High taxes jeopardize the perpetuity of
the enterprise; this may force @ its
liguidation {and frequently does upon the
death of the owner).

5. Estate taxes are so high that they are
strangling small business.

6. The present tax svystem in Hawaii is very
punitive to small buginess {e.g..
pyramiding taxes},.

7. Federal flat-rate taxes are much more
regressive on small than on large
business.

8. Excise taxes, which are levied on some

preducts and not on others, are unfair to
the sellers of the taxed products because
of the price jincrease thus effected on
those products.

g. Tax laws must be greatly simplified and
ciarified, so small businesses will =not
need to "consult a battery of tax advisers
before each business decision,” as at
present. Record keeping and preparing of
the return alse need scrutiny and
revision.

Economy, University of Hawaii, Economic Research
Center, 1963, pp. 75-81,
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Appendix K

PAST MAJOR PROBLEM AREAS

(%2
»

No. of No. of
Cases Specific Problems Cases Specific Problems
Personal Characteristics: 6. Neglect of Business:
23 Inappropriate experience 5 Qutside interests, part-time
8 Personality, knowledge business
4 Failure to take advice 5 Lack or loss of interest
2 Language difficulty 4 Incapacitation of owner
1 Excessive drinking {illness, accident, or death)
3 0ld age, slowing down
Records and Expenses: 1 Absentee management

1 Poor maintenance
16 Controlling expenses,

financial management 7. Dishonesty, Fraud, or
12 Poor accounting, Questionable Practices:
inadequate records
5  Non-payment of taxes 10 Personal withdrawal of
2  High costs or rent business funds
3 Owner's dishonesty
Market Conditions: 4 Other's dishonesty
(employees, associates)
10 Competition
8  Location, parking 8. General Management:
& Changing economy
3 Inadequae volume 5 Management disagreement
Z  Market or price 3  No advance planning
fiuctuations 3 Long hours, mmch work
2 Leases 2 0ld-fashioned methods of
2  Getting goods and operation
raw materials
2 Government licenses 9. Persomnel:
1 Business decline
1 High taxes 8 Handling employees
3 Keeping good employees
Merchandising: 3 Getting good employees
(scarcity, selection, etc.)
7 Pricing methods
7 Service 10. Market Information:
5 Merchandising methods,
general 7  No knowledge of market or
2  Merchandise quality market research
and variety 4 Inventory control
1  Low profit margin 1 Failure to use available
information
Financing:
13 VWorking capital
4  Fixed capital
& Excessive borrowing Excerpted from Small Business in the Hawaiian
I Excessive fixed assels Economy, pp. £57-258,

126



Appendix L

CURRENT MEMBERS OF THE GSBAC

Private Sector

Mrs. Bette Tatum, Chairperson
National Federation of Independent
Businesses/Hawaii

Mr. Desmond Byrne
Computab

Ms. Momi Cazimero

Hawaiian Business/Professional Assoc.

Mr. Thomas 5. Evans
The Chamber of Commerce of Hawaii

Mr. Charles Lum, District Manager
U.S. Small Business Administration

Mr. Tim Lyons
Hawaii Business League

Mr. Cliff Slater
Maui Divers of Hawaii, Ltd.

Mr. Sam Slom
Small Business Hawaii
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Public Sector

Mr. Robert Alm
Director, of Commerce & Consumer Affairs

Mr. Richard F. Kahle, Jr.
Director of Taxation

Mr. Russell Nagata, Comptroller
Dept. of Accounting & General Services

Mr. Mario Ramil
Director of Labor & Industrial Relations

Mr. Roger A. Ulveling, Director
Dept. of Business & Economic Development



Appendix M

HAWAIl STATE DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES
COMMENTS ON MODEL PROMPT PAY LEGISLATION

{1

€23

3

{43

{52

73

(%)

MODEL PROMPT PAY LEGISLATION®

It is the policy of this state or commonwealth
that all bills owed by state departments, in-
stitutions and agencies shall be paid promptly.
No  state or commonwealth department,

institution, agency, or project supported in
whole or in part by state or commonwealth
funds, shall be exempt from the provisions of

this statute,

All bills shall be paid within 30 calendar days
of receipt of invoice, except as provided in
(3} and (7).

Where the state or commorwealth, oY a project

sponsored by the state or commonweaith funds,
purchases meat and meat products, fish and
shellfish, edible fresh or frozen poultry,
poultry meat food products, fresh eggs and
perishable egy products, bills shall be paid
within 7 calendar  days. Payments for

groceries, vegetables, fresh fruit, and other
perishables shall be made with 190 calendar
days. For other industries with com@on payment
practices of less than 30 calendar days, the
state or commonwealth shall comply with indus~
try terms.

Interest penalties shall be paid automatically
when bills become overdue, It shall be up to
each state or commonwealth agency, and each
project administering state or commonwealth
funds, te  <calculate and pay  interest
gutomatically at the time payment is wmade on
the principal. Interest payments shall accom-
pary payment of net due for goods and services.
Agencies  shall aot  require companies to
petition, invoice, bill, or wait any additional
days to receive intorest due.

Partial payment =shall be made on partizl
deliveries. Each complete item or service wmust
be paid for within 30 calendar days or in ac-

cordance with {3} above.

411 proper deliveries and completed services
shall be received or accepted promptly and
proper  receiving and acceptance reports shall

be forwarded to payment offices within 3 days
of delivery of goods or completion of service.

Paymerit shall be due om the date on which the
agency or office designated by the agency to
first rteceive such invoice actually recejves
the invoice or receives the goods of services,
whichever is later. The 30, 10, and 7 calendar
day periods shall be considered as “grace
periods” during which all proper invoices shajl
be paid.

The rate of interest paid by the state or com-
monwealth shall be the one commonly charged to
all the vwendor’s customers The rate of in-
verest charged by the vendor may be equal to
the vendor s cost of short-term money, but not
higher. Vendor is required to state the in-
terest rate on the invoice.

)

{2)

(43

(6}

€7

(#)
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COMMENTS OF DAGS RELATING TO CERTAIN
PROVISIGNS OF THE MODEL PROMPT PAY
LEGISLATION

Section 103-10, HRS, which provides that
payment shall be made ne later than 45 days, is
applicable to all Stare agencies and the
counties.

The current statutory reguirement of 45 days
sheuld not be reduced to 30 days. Some of the
considerations that should be taken into ac-
count are the size of State Bovernment
preferences given to jogal businesses, and low
collection risks for vendors.

Special preferences should not be given to any
particular industry.

The State accounting system calculates interest
automatically. Upon review and ppproval by the
department, pavment is processed.  An exception

ts that for interest under 55.00, the vendor
needs to submit 4 claim.

The State does wmake payments on partial
deliveries.

Because of the wide vyange in the size of

departments, procurement structure of deparc-
ments  and Jocations of deliveries, it is best
for each department to set its own standards.

considered due on

payment
iate.

Payment should  notr  be
invoice-receipt date in the sense that
after thar date would be considered
Satisfactory delivery or receipt of
invoice, shichever is later. estz
liability, but not due datre.

varioud
appiy

Interest rates should not be the
vendors ' rates; any interest rate should
equitably to al}l vendors.



(%)

(ie)

(11}

(12}

(133

(16}

(173

Unpaid interest penalties owed to vepdors shall
conpound every month.

These rules shall apply to all purchases,
leases, rentals, contracts for services,
construction, repairs, and remodeling.

No discount offered by a vendor shall be taken
by the state or commonwealth, or by a project
manager administering a state or commonwealth-
supperted project, unless full payment is wmade
within the discount peried. in the event a
discount is taken latey, interest shall accrue
on the unpaid balance from the day the discount
offer expired.

Interest shall be paid from funds already ap-
prepriated to the offending department, in-
stitution or agency or granted to the state or
commonwealth-supported project. If more than
one departm:ent, institation or agency has
caused a late payment, each shall beatr a
proportional share of the interest penalty. No
interest shall be charged directly back to the
state or comwonwealth's general funds.

In instances where ap invoice is filled out
incorrectly, or where there is any defect or
impropriety in an invoice submitted, the state
or  commorwealth  department, institution,
agency, or the state or commonwealth-supported
project. shal} contact the vendor in writing
within 10 days of receiving the invoice. 4n
error or the vendeyr's inveice, if corrected by
the wvendor within 5 working days of being com-
tacted by the agency, shall not resuit in  the
vender being paid late.

Checks  shall be mailed or transmivied on the
same day for which the c¢heck is datved.

This statete suthorizes no new apprepriation to
cover interest  penalties. Neither state or
comsonwealth  departments,  institutions aad
z2gencies noy state or comsenweslth-supported
projects  shall seek to increase appropriations
for the purpose of obtaining funds te pay  in-
terest pepalties,

Payment of interest penalties may be postponed
when payment on principal is delayed because of
disagreement between the state or commonwealth
and the vendor. However, in the event of a
dispute, the dispute shall be settled within 3¢
days afrer interest penalties could begin to be
assessad. At the resclurion of any dispute,
vendors shail avtomatically receive interest on
all proper invoices not paid for as gprovided in
{2) within 30 calendar days {(or with 7 calendar
days in the case of meat and meat producis {as
defined in £3}), or within 10 calendar days for
groceries, vegetables, fresh fruit and other
perishables).

On

(=3 8

srmall purchasss of $30% or less, the state
commonwezlth, or sipate or commonwealth-

supported project shall wherever possible:  {(A]
make payment by cash-on-delivery, or (B) wake

payment by 10 calendar days after yeceipt or
gceeptance of the goods.

This =statute shall inm no way be construed to
prohibit the state or comwonwealth from making
advanced payments, progress pavmenis, or frosm
prepaying  where  circumstances mshe  such
payments  appropriate. All such peyeents shall
e wade prowmptly and are subject to  interest
peaalries when payment is late,

129

(103

(12}

(14}

(16}

(173

The State statute applies to all purchases of
goods and services from vendors.

The curvent practice is that each depariment is

paying its share of interest ocut of appro-
priated funds.
In consideration of the wvariety of problems

that can occcur with regard to  inveices, the
simple criteriom for counting time for payment
purposes should be satisfactery delivery or

receipt of proper invoice, whichever is later.

in the real world cof worklcad management. it is
not practical te teguize that checks be mailed
or transmitred on the check date.

This provision is not needed {and would not
even be appropriate) if each invoice is acted
upon  separately and independently of other io-
voices of the same vendor.

This appears tH be an arbitrary reguirement,
vith ro reason givea for treating 3300 pavment
differently from larger paywents.




(19

(20)

(21}

o
L
B
et

(24}

*Prap

Where coastruction, repait and remodeling
payments are subject to retainage, interest
penalries shall accrue on  revained agmounts
beginning 30 calendar days after substantial
completion by the contractor(s) sniess other-
wise provided by the contyact. Yhern a gprime
contracter withholds retainage from & subcon-
tractor or supplier, the rate of such retaimage
shall be ne higher than the rate the government
withheld from the prime contractor.

awarded or supported in whole or
cogpmonweaith funds  shall
include a payment clause which obligates the
prime contracter to pay each subcontracter
(incinding a materials supplier) as provided in
this paragraph. A vendor who has received
payment from the state or commonwealth shall
pay sach subcontractor (includipg 4 materials
supplier) within 7 days out of amounts paid to
the vendor by the state or commonweaith for
work peiformed by the subcontraczor or supplier
undey tha contract. If the vendor dees not
make the payment within that time period, the
vendor shall pay interest to the subconiractor
as provided by sections & and 8 of this Act. A
vendor ¢ obligation fo pay an interest penalty
to a subcontractor purswant toe  the payment
clause in this section may net be construed to
be an chligation of the stave or commonweslth.
A comtract medification may net be made for the

Any contracst
in part by state or

in-

purpose of providing reimbursement of such
terest penaliy. A coST reimbursesent cliaim may
not  include any  amount for reimbursement of

such interest penalty.

bach departiment, institution and agency head
shall be responsible for prompt paymenis. in
all iastances where a payment is made late, the
head of the state or copmonwealth agency shall
submit to the proper commitvee of the state or
componwea Ith legisiature an explanation of  why
the bill is paid fate and what is being done to
solve the late payment problem,

Whenever a vendor brings formal administrative
gction or judicial action te collect interest
due upder this Act, should the vendor prevail
the state or commonwealth is required to  pay
any reascnable attorney fees.

State or commonwealth agencies making purchase
for projects using Federsl funds shall make a0
purchases without final assurance of Federal
funds to cover cost of purchases. Where the
date of payment o vendors is <onbibgent on the
receipt of Federal funds of Federal approval,
rthe soiicitation ¢f bids for centracts and any
contracts awarded shall clearly srtate that
payment s colLingent on such conditions.

Each January, the Governor shall submit a
report 10 the state or commonwealth legisiature
summarizing the state or commonwealth's payment
record for the preceding year. Included in the
report  shall be (A} the nusber and doliar
amount of the late payments by department, in~
stituvtien and agency, {B) the amounts of in«
terast paid, (L} the percents {4} and (B} axe
of the toral number of purchases and the foral
dollars spent on procuresent of all  goods  and
services, and {B) specific sreps being tsken to
reduce the incidence of late payments.

This staturte shall be effective at the begin-
ring of the state's or Commonwezlth’'s next
fiscal year and shall apply to all payments due
on oy after that date.

yad by

(193

(24}

This elsc appears to be an arbitrary provision,
without & stated justification. Retainages
should be duwe as other liabillities are due
{i.e., withinm the stated period after the
liability is incurred), not on some arbitrary
judgment of "substantial completion”.

As  for retainage arrangements between a prime
contracter and & suhcontractor, those ar=
rangements showld be left up o those two
parties.

This reporting reguirement is unrealistiz, con-
sidering the value of the paywments invoived and
degree of the prompt-pay preblem (both of which
are censidered too  low  for the burdensome
repoTLing reguivement stated in the provision).

{S5ame comment as for (21} above.}



Appendix N

INCUBATOR STATUTES

IHinois Statutes

SMALL BUSINESS INCUBATOR ACT

Granys  and  loans, mmall  busicewors, o
§ 27053 of b chapeer

27111 Short title

§ 13-1. Bhort Tithke This Article sholl be known wnd may be cited as the "Hiisois
Small Business Incubator Act”
PoA. B4-309, Art 11, § 11-3, eff July 2§ 1985,

Eifinon Program wod sor pronde for she fimancmg
iherool, amendig At thersn aamed. P oA, 34
9, Ar ], sggwoved aed off oly 35, 1R

Fithe of Act:
Az At to fester buumes development and
modermaation of infimatractase thivagh te Build

2711-%. Definitions
§ 11-2. Definitions. A used in this Article:

{a} “Small business incubotor” or “Incubstor” means 8 property described 2
Sections 13-7 and 11-8%

(b} “"Community Advisory Board” or “Board” means & board crested pursnant to
Section 11-4.2

tz} “Depariment” means the lHisois Depariment of Commerce and Community
Atfairs,

t8) ~Edycationsl institution” wears % focal sehool district, & privale junior college
or university, of 4 State supported community college or university within the State.

(2} "Local governmental unit™ means 3 county, Wownship, ey, village or incorpo
rated town within this State,

if} "Non-profit orgapization” means local chambers of commerve, business and
economic development corporations and associations, angd such other similar orge
nizations so designated by the Department

g} “Sponsor’ means an educational institution, lecal governmental unit or nen
prefit organization whith receives Department funds under this Article.

i "Costs of establishiment” mesbs the actual costs of peguisivon, whether by
Jease, purchase or other devices, and of constructios and renovation of the mwoubator.

6} "Costs of adminsiration” mesns the costs of wager of sulery for the meubator
manager ahd related clerical and sdmmastrative costs.
P.A B4-109, Art 1L § 11-2, eff July 25, 1985,

| Parsgruphs 27H-7 snd 2TH-5 of thir ¢hepter.

¥ Paragraph 27114 of ths chepter,

1ivrnry Refryeoces
Words amé Phirwses, (Perm. B

Zi11-3.  Inccbator benefbis

§ 11~3. Incubater Benefits. A small business incubalor shall provide the follow
ing benefits 1o Ak lenants:

tx Physical space within the incubstor;

b} Bosiness end mansgement sssistance, sgreed upen by the sponsor and the
Department, which may include avcess in Jocal experts in professions! areas such a5
tockkesping, tegul services, aecounting, financing, product marketing, engineering

(d) An existing board of an cconomic development enuty designated as a Commu-
nity Advisery Bosrd pursuant 10 subsection (b) must meel the compasition reguire
ments of sabsection fc}.

{e} Community Advisory Board members shall serve without compensation and
shall serve at the pleasure of the appointing body or until the Community Advisory
Bourd's task is completed, whichever oecars first,

P.A. B4-308 Ary 11, § 11-4, eff. July 25, 985

27114, Board duties

§ 11-5. Board Dutwes. {2) Upon sppointment, the Cormmunity Advisory Board
shaif:

{1} Identify the property uander consideration for designastion ss & szasll business
wstubutor]

{2} Market the concept of a smsll business incubasor i the surroundivg ares,

{3} Solicit the views of the communily contecting the designation of the property
under i jon ks & wmall b incubator,

14} identify probable tenants for the small business incubstor: wnd

{5) Obtain commitments from persons, organizations, businesses, locxl governmen
tal urits or other sumrees for a share of those costs not covered by rentsl fees or
grants and for other types of incubater sappori.

& U, after performing the duties required by subsection {8), the Bonrd deter-
mines that & igmtion of the property under consideration s a small business
incubator is desirable and pessible, the Board shail potify the Department of its
intent tw conduct & feas:bility study.

PoA. 84109, Art 11, § 13-5, eff July 25 1985

2116 Fesxilulity study and petition

§ 116, Feasibilay Study snd Petition. {a} After filing & notice with the Depart:
ment pursuant 10 Section 11-5,7 the Community Advisery Board, with the advice of
the Department, shall conduct, complete and deliver 10 the Erepartment, within time
lines given by the Depurtment. an in-lepth incubator Teasibilty study. The study
shall includs but not be Temited W alt of the following factors:

(1) Costs of establishment of the incubator such as necessery lease, purchmse,
renovation or consiruction costs mssoriated with the pite and structures,

7 Estimated costs of mamienance of the site and structares mchiding vtibty
costs and costs of financing;

13) Estimated wage and salary rates for the incubator manager and related
administrative cosie,

{4) Estimated costs of providing icubiator benefits denufied in Section 11-87

{5} Estimated income from the incubator including the estimated remtal feec
collected from lessees wihinl 1he incubater, the estimated annusl loca) eash subsr
dies, the value of inkind services, the value of anticipeted grants from other sources
and the amount of Department fonds reguesied:

163 Prospects of attrarling sutable businesses w the incubater and the abibty of
the community to develop and markel Whe incubstor, wnd

(74 The shility of the community 1o provide necessary support Tor the jacubator.
mciurimg but not limited to technical assistance and training, sssistance it Sltrecting

and other busbiess support serviKes;

tes Facility services ~greed upon by the sponsor and the Department, svailable
within the incubator which may include but are not lenited 1o Lyping end reception;
cleaning and building security, conference, liborsory and hbrary faciliies; and

P ani other electronic equipment; and

€d) As det.ermmed by the sponspy, certein professional servives which focus on but

are no! bmited o inf o gov t m:ii busi regulations; busic
nt skifls; detailed ad , markeling #nd esles informs-

tion; contrel of inventory levels; recruitment of empioyees; mbor relstions; and
financuf counseling in areas such as venture capital, risk managemeni, taxes,
msurance and quakifying for goversment srmall business foxns.
PA. 85-109, Ar L1, § 113, off July 25, 1985,

114 Community Advisery Boand

§ 13-4 Commaunity Advisory Board. @) A locs] governmentai unit, nup-profit
vrganization or educational institution that dexires 1o have an unvecuped o1
unoceupied budding or site designated, in whole or in part, a5 a3 smell businens
incubator shall appeint, in conjumtion with Jocal governmental units, edutational
wmstitulions, private idividusls or orgenizsbions or other eptities that agree o
rontribuie monetirily ot in-kind 1o the incubator, & Commnanity Advisery Board w
perfors the dulies required of the Board by this Article.

(b} & Jocal governmental unit, non-profit organization or educktionsl institution
may designate the board of an emtmg wnscmmg economic developiment entity,
wich w5 @ loeal develop orp hamber of o s the {4 ¥
 Advisery Beard.

Ic)ﬁw%w;m;&dkmmwnbedsmwthwwm
RTINS W be Sppr The of thw (4 A&va Bourd atad
wnsist af reprmumes {mm key of the

£ . g hut oot
lmated & g . finpnce, b isbor and ed . The Board ahﬂl elect
from s members a chairpersen.
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in lorating prospective wehanls and sssistance i business

sturt- up fmsnc}ng
b1 3f, after performmy the duties reguired by subsection (a), the Board deter
mines that @ designation of the property under consideration s 4 small business
incubntor it desirable. the Board shall Lsnsmit & tompleted topy of the feasibility
study w lht I)mztmem ll«ang with a petition from the Jomal governmeztal unit,
oF ! institution regquesling designation of the

rtu:uhow.
PA B4-109, At 11, § 118 off. Joly 25, 1985  Amended by P.A. 883124 § 5, eff
Jure 30, 1086 ;

1 Paragraph F711-5 of thin chapter.

2 Paragraph 73113 of ths chaples.

PA. H-1124, i fhe first senicnoe of st {a),

"whnupnwmbzpmz
fon ™ E smbertir iryd

FTH-T. Gmm«rmpmﬁtmmuziouwmlm
Qnm'? Govwmnnrﬂm»}‘m{tf‘ Exat d Incubat (s} In
"bylnaﬂ.uf govermment of
nmmﬁmmshﬁhmmmwﬂmmnm
ent deteymines:

(1} Are sponsored by x Jocal governmentsl uoit or noo-profn organization which
Agrees to conl wopetkrily o n-king,

(Z}Cms-infummwdormﬂymudbnﬂdmwmn!hiﬁm
on a tontiguous sie, mvnwmwmaﬂym&mwummg
mcubalior facilty.

(3)}3:?1-1 {mmalwmmmtefuikﬂlwdthemmwdmu for the
of x boildiog @ » manner suitable for pooupancy by

srnall frms;



{4} Have a financial commitment for the prc)eci.ed unreimbursed rosta o_f mainte-

participate in the initial funding and in the maistenance of any faciity that a spansor
ts to have designated as 3 small business incubator. The funding shall be in

nance of the incubalor for the first 3 years; unreimbursed costs of
meaning los] operating costs, excluding custs of admink son, less reatal receipis;
55 Are mupported by local representatives of buainess, bber and edusstion;
6} Will generate » significant pumber of jobs;
{7} Will provide the benefils and services identified in Section 11-8! including
merhenisms 1o provide detadled maragement asgistance to slari-op firms; and
{8} Include Jocsl funding commitments to sasist in the ﬁnammz;g n! swrt-ap frms,
b} During the first 3 years of operation of an L di o
subsection {aj the Department may pfowdt ﬁmémg. m?:ym 7 -.ppmpm.ban for e
more than 5% of the costs of hii and stion and dev
and operation.
PABL-109, Art 13, § 317, of July 25, 19RS. Amended by P.A. B4-1124, § 5, off.
June 30, 1986,
! Parngraph 2711~ of this chapter.

PA M, i owedd, (aN2) added an unime  incubseor facifity™; and o subd. () added “xnd
proved of peruatly npwowved Mt OF BN fxidling  devclopiiend MG DpTaon”.

27518, Ed I inatituti 4 incabat

§ 3-8 Educationasi Institution Sponsored Incubator. fa} in demgaatm; amall
business incubstory sponsored by an educational institution, pricrity shall be given to
those propossis the Department determines:

i1} Are sponsored by an educationa] institution which agrees (6 rontribute mope-
tarily or in kind;

2} Corsist of »n exinting incubator facility, an unoccupied of nearly uRoccupied
building or group of buildings on & contiguous site or unbecupied or vearly unocey-
pied property or unimproved or partislly improved site in close proxumity o 1he
sponsoring educalional mstilution:

3} Have a financial commitment of a1 least 25% of the projected costs for the
establishment and adminisiration of & site in a manner uppropriste for sormmercial op
ndustrisl use by asdveneed techoology fwms, including the costs of necessary
lakoratory structures and establishing a structure suitabie for ocrupancy by small
and mediom sized advanced Lechnology firms,

i4; Have 2 financial comimitiment for the unresmbursed costs of mumtensnce of the
incubator for the Nirst 3 years; nnm|mbu:ssé cosls of mainlenance meaning tolai
opérating eosts, iuding coste of ad less rental receipts;

5) Are supporied by ieca% representatives of business, lzbor and governmeny

¢6) Will generate a significant number of jobs;

(") Will previde the benefits snd services dentified i Section 113! inthuding

e 1o provide detailed mansgement assistance to start-up firms, =nd
i8] Include local funding commitrments to ussist in the finencing of startup firms.
{p} During the first 3 years of operation of an bator detignated p ta

an amount sufficient W rover the costs of estabBshment, administration asd maime.
nance that sr¢ net covered by rental fees or Department funds. The community
shall provide funding sssistance 1o the incubator &3 long »s the farility needs such
ssaistance to operate properly.

PA. BA-10%, Art 11, § 11-10, eff. July 25, 1985.

2T15-11. Oersiion of the incubator

§ 13-11. Operstion of the incubator. {a} The sponser of a stall business incuba-
tor or its agen? may hold litle o the incobator facility or may lense the propenty
from the Gilebolder,

b} Except as provided in subsection {¢), designation of a buildmg or site as 8 small
business incubator shall remain @ effeet for 15 yeurs usless otherwise agreed to at
any tme during the period of designstion by the Department knd the sponsor.

ic) The tileholder of a budding or site designated ax 3 small business incubator
who desires te heve the uilding or site returned to fig previour zse before the
expiration of the 15 year designation shall notify the sponsot 5 years before the tme
the building will be peeded  The sponsor shall motify the Department and shafl
publicize the clouing date of the incubator, the lessees of the Incubator and to the
COmMMUNITY.

) The local governmental =nit, non-profit or o jonal ¥
pm‘ndmg Iht feasibility study and petition teo creste an meubator shall prmndr for
the jon of the incubator and may enter into agreements with public
of pnvate entities, or with the Community Advirory Beard to recommend potential

in Sertk H-12 and E1-137 or to provide amall busineas
incubstor services pursoant to Section 13-87

{e} The incubator ponsor may reserve & remscnsble portion of the incubstor
facility for related public purposes such e laboratory or research facilities or offices
of the incubaior manager.

{f} The incubator sponsor shall report is writing at jenst snnuslly to the Depart-
ment on the sctivities of the small busibess incubstor.  The report ehall include the
batance sheet and profit and loss statement of the incobster; the name of sach
applicant it rejects and the reasons for the rejection; the name of each applicant it
favorably evaluates, s description of the applcsnt’s business and the pumber snd
types of jobs treated; and the types of services provided within the incubator and
other econumit benefita.

F.A. B4-108, Azt 11, § 3R-3L, #ff. July 25, 1985,

1 Paragraphs Z71-12 and Z731-13 of this chapter,

T Paragraph ¥711-3 of this chapter,

I73i-12. Small business spplications
g 1-12 Srna}i Business Apphicstions. When 2 building is designated 2a & small
the 3

. b sponsor may begin accepling applications from
desiring to start or expand s small business and 1o lotats that buriness

subsection (), the Departiment may provide funding subject 1 appmpmmm for not
more Lhan 73% of the coste of establishment and ad: ration and d P

and cperation.

F.A B4-108, Art 11, § 13-, eff, July 25, 1985, Amended by PA. B4-1124, § 5, eff.
June 30, 1986

| Parsgraph 27313 of thi chapter

A Bd- 112400 subd (sN2), iscried “exnhng  wows ste w7 aad n swhd (h), added "
wcuator facifity, an unoccupied oF acurly uncc:  dextloprent st oraton”.
cupscd bailding o groep of buikimgs oa & contyg- i

2731-%.  Department decision

§ 118 Department Decinion. (s} The Department may designote uncctupied or
nearly unoccupied properties &5 small business incubators for the purpose of
encouraging and assisting the estabiishment and eapassion of small businesses
wilhin this State.  Designation of properties as small business incubators shall be
made onky upen Department receipt of 2 petition and feasibility study pursiant to
this Article.

(b) Within 45 ealendar days after receipt of the feasibifity study and petition, the
Brepaziment shall aotify the Board of its decision to designate or withhold designa-
tion based vpom the study wnd the critera ket forth i this Article. M the
Depsriment does not designate the property as » small business incubator, the
Department shall set forth the reasons for its decision it i3 mozificstion 1o the
Board. A Board receiving a negative resposse may reapply for designation of the
property when circomsiances which led 1o its nﬁ!ai rejpction have been remedied,

e} The Department shall admini State i for the incubstors & dexig-
rates. The funding myhpmvﬁdmﬂnfmn{am«mmmfmw
below market rate loan. The repayment of a oun may be deferred or waived by the
Department so long as the incubator contibues 1o cpetate. The Depirtment shalf
nol provide any Suite fonding under this Artice to a desigmated- smal] business
incubator after the incubator’s fivst 3 years of operation.

{d} The Jevel of !imdmg mvﬁedmxdsuznmdmw:inﬁhehu&upn
on the ability of the § te founcing for wmall Businesses
entering the incobator, mmwdmmmmnmmmw
amodit of malehing CEROUTCES ded to support the incubator and on
refuted factors.

{e} The total amount of priscipel snd mterest due on any Deparusent ks o an
seuhaior shall be smortized over the life of U incubator o & Taxirmass of 15 yesrs.
P& 8009, Art 11, § 1348, off July 25, 1985, Amended by PLA. 841128, § 5 off.
Junce 30, 198G,

2

FA M-FEM. w vhe twrd wetonce of subd. (o),
rioe “or wpond”.

Titk-18. Community funding

§ i1 Commuonity Fuading A bocal governments] mmit, edurational instution
o other tommunity ofganization, pubkc of prrcate, smgly of cooperstively, shall
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mthm a pmall busum:. incobator. ‘The application form, subject to the approval of
the Department, shall request information pirtaining to:
ia} The type of business that the apphcant wishes to start or expand;

b} An estimaie of the momber of employees the applicant will need in nrder ta
#iart or expand the busiress and a 2 year projection of future ployment;

e} The kil and educational Jeve! of the emplyyees that the applicant plaes £o hire;

i) The ability of the applicant to start or operate 8 successful buriness;

e} A genersl sintement as (o why the applieant wizkes 10 be zcoepled into the
small business incubstor;

) A signed staterment by the applicant that he or she undersiands and actepis the
obligationa placed upen him or ber under Section 11-14;! and

1g) Information that the apph iders to be of a propr
be or she does net want W be made pubhic.
P.A. 84109, Art 11, § 15-1Z, «ff July 25, 1585

I Parmgraph TE1i- 14 of this chagior,

y nwture and that

£711-1%.  Evalustion of spplicanis

§ 11-12. Evaluation of Apphicants. {a) The incubator spossor shall evahiate alt
spplicants who want to start or expand & small busivess asd o locate within the
smal] business incubator. ‘The evalustion of applicants shall be based upor, but oot
be imited to, s of the follewing factors:

(13 The Bkelihood that the Business will be profitable;

{7y Whether the produet te be manufactored or the service 1o be rendered would
be new or improved:

13} Whether the potentisl market for the product or service it regional, statewide
or mational

4} The likelhood that the business will generate a significant sumber of sew jobe
wod ot eliminsie existing community or arex jobs;

{53 Certification that the business i B new plant sUart-up of biw YERLE OPporio-
mndnﬂmmuurtmﬁnmmdummmm
resaks o sub  prowth of tee Dusmess,
6} The bkeldwod that the busi will be xub inily aided by its Joeation in the
h cabator.

{b) The swubator sponsor shafi forward 15 esch sl governmentsl unit, edo-
cational institution or cther xgency thal hay agreed to contridute monetarily or
inkind tr the incubator, and o sach xpplicent for inrubstor space that 1t favorably
evahuates, notificazion of s decision and whether space exists.

(¢} The incabator xponsor shall ootify each applicant 3 rejects and shall provide
the resaons for the rejection.

PA 54-109 Arc i1 § 11-23 off Juiy 25 19685



2711-74. Lesarce responsibilities

§ 13-34. lessee Responsibflities. A bupiness which leases space within & desig-
pated mrobstor shali do o)) of the following:

{a)} Pay rent determined by the incubator sponser. The sponsor may agree to have
the rent for « predevermined number of months payable at » leier dowe by whith tme
the business ia expecied 1o have received commisted starting rapital.

i) Pay utiliiex sad other aasociated coata detetmined by the sponsor.

e} Make every effors to relocate ta a permanent location nel ister than 36 s‘iunﬂn
efter entering 2 smail busi ineubator. A busi ey request suapension of
this requirement for pericds of not more than 1Z months at a time. The sponsor
may suspend the requirefient for 12 Teonths at & time upos » determination thal a
businese sl requires the services of the incubstor.

F.A. 84-362 Arv 1L § 11-14, &ff. July 25, 1985

2711-15.  Drepartment responsibilities

§ 1135 Department Responsibiliies. The Dep shall work clsely with
the desigrated sma¥ busiress mcubators, offerimg advice pnd sssitance when
possible, and shall promote, through advertising nd other appropriate meuns, the
rorseph, benefis and availabibty of small busi E The Department
shull cooperste with the Comwpunity Advisory Bowrds, local governmental unils,
nob-prefit organizations and of | institutions o effectuate the purposes of
this Article. The Department, if it finds thet » Community Advisory Board or
sponsor of an incub is not epersting in pii with this Article, may
withdrsw Swie funding frum the ineubalor. The Department shadl report each
January 1 0 the Covernor and she comivittest of the Senate and House of
Hep tatives responsible for i develap a4 Lo the opesations of the
preceding fiseal year and the implementation of this Article. This shall include
information reiating 0 the number of applicants accepted nte small business
mtubateys, the number of smal)l busiresses in eperation at the time of the report,
and the stroctire znd opetations charseteristies of each incubator,

PA. 84108, Art. 13, § 11-15, off. Jufy 25, 1985

Z711-36.  Open mectings and confidentinkity

§ 11-15. Open Meetings and Confidentiality. {u) Except as provided in subses
tion (e}, the busimess of the Cominanity Advisory Board of the incubstor sponsor or
its agent with respect to meeting the requirements of this Artcle shall be conducted
w compliance with the Open Meelings At Public sotice of the tme, date and place
af wesungs shall be given i the menner Toywred by the Open Meelings Act

fb) Except as provided in subsection (t}, sny writlen msterials prepared, ewned,
used, possessed by or retained by the Comeounity Advisory Bosrd oy the sponsor or
its agemt in the performance of an offitisl function shall be made pvailsbie 1o the
pubiic it complisace with The Freedom of Information Act?

{e} The Commranity Advisory Bourd of the sponsor o its agent shall not disclose,
either ofaily of in writing, matiers of & proprielasy nsture Surh &y commercial or
financial wiortnation, rabe secrets and confidentia) persosmi information without the
consent of the party submitting the information.

PA Ba-10% Ari 3k & 1:1-36, eff July 25 1985

3 Chapter 102, F 41 o0 366

ZCRapwt 116, Y201 of 3

Z711-17. Fedeead programe

§ 1117, Pederal Programs, The Bepartment is anthorized 1o sccept snd expend
federal movies pursusnt @ this Artikle except that the terms whd conditions
hereunder whith are nconst wiih or prohibited by the federai aurhorization
under whith such menes are made gvailsbie shall nol spply with respert 0 the
expenditures of such monies.
FA Ba-108, ket M & 13-17, eff. July 25 1985
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Michigan Statutes

BUSINESS INCUBATION ACT
Caption editoriclly supplied
P4 2984, No. 138, Imd. EfY. July 3
AN ACT to encoursge and nssist in the establish and exy

of rertain small businesses within this state throsgh the creation of
business mcubation centers; ta provide for community boards and @
prescribe their powers and duties; to prescribe the duties of the depart-
ment of commeree; o prescribe the duties of, snd ceriain besefita
provided to, lessees of business incabation ceniery; and to make an
appropristion

The People of the Stote of Michigan encet:

125.1571. Short thle

See. 1. This sct shall be known and may be cited as the “Michigan
busipess incubation set”,
PA1984, No. 198, § 1, imd EIf July 3.

Executive Order No. 198316, December 19,
1983, establishing the Governor's Entreprenewi
al and Small Business Commission, as amended
by Executive Order No. 19869, Imd. Eff. June
12, 1986, provides:

“WHREREAS, Michigan's small businesses are
an integral and important part of the stale’s
economy; and

“WHEREAS, over 95 percemt of Michigan's
business community consists of small businesses
which form the foundation of Michigan's econo
my; and

“WHEREAS, the vast majority of new jobs
created in this state are created by stall bask
nesses; and

“WHEREAS, emphasis in Michigan's economy
is undergoing a significant shift toward reliance
on small, innovatve technology and service
based companies; and

“WHEREAS, many of the newer technologies
and nnovations are vreated by Michigan's small
businesses and entrepreneurs; and

“WHEREAS, the state’s economy caonot
thrive without 8 business climate that is condu
cive to the small entrepreneur; and

“WHERFAS, 2 partnership between Michi
gan's small businesses, entrepreneurs and state
government will enable the Michigan econromy to
be rebuilt and diversified and enable all parties
to share in moving Michigan ferward;

“NOW, THEREFORE, §, JAMES J. BLANCH-
ARD, Governor of the State of Michigan, purse-
ant to the authonity vested i me by the Michs
gan Constitution of 1963, Article V, Section 4, do
hereby order the establishment of the Gover
nor's Eptrepreneurial and Small Business Com-
IS BION.

“1t is further ordered that the commission be
compased of at least 25 members w be appointed
by the Governer. A majority of the metbers
shail be entrepreneurs and small business own
ers or cperators.  All members shall be appoint-
ed by the Governor for & twoyear term, Any
member msy be reappointed for an additional
two-year term. Members shall serve without
compensation byt shall be entitied to reasonable
and necessary expenses ineurred in the dis
charge of their doties.

“} i further ordered that the Governor's Ex
trepreneurial and Small Business Commission
have the following duties and responsibilities:

*1. To advise amd assint the Governor and
the Commerce Department Director on
issaes, Prop , polivies and appoint
ments which impact small businesses and
entrepreseurs.

v2. To review existing und foture business
related statutes and regulations.

“3. To advise the Governor snd the Com-
merce Dhrector on the role and impact of
small business programs  throtghout
state government.

~4. To advise and sasist with the develop
ment and implementadtion of new pro
graens for small busitesses and entrepre
oEGrs.
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“5. To suggest potential vehicles to expand
the role of small businesses and entrepre-
nenrs throughout state government.

“6. To perform such cther related advisory
functions as assigned by the Governor.

“It i farther ordered that the commission be

ired by small business owners and entre
preneurs. Annual opersting funds for the activi-
ties of the ission shall be included in the
budget of the Comunerce Department.

“Ht B farther ordered that all state depart

menta and sgencies cooperate with the Commis-
sion i the performance of its responsibilities

1251572 Definitions

Sec. 2. As used in this actc

{s) “Busivess incubation center” or “center” mesns s building de-
seribed in section 8

{b} *Community bogrd” or “board” means & board created pursuant w
section 4.

(¢} “Department” means the department of commerce,

{d} "Educational! institution” means a local achool district, an interme-
diate school district, or a college, university, community college, of junicr
college within this state.

(e} "Local governmental unit” means a county, township, city, or
village within this state.

P.A 1984, No. 198, § 2 Imd E{ff July 3.

} Secrioy 325.1573.

T Section 1251574,

125.1573. Designation of centers; priovity

Ser. 3. (1) Upon receipt of a petition from & community board pursy-
ant to section 5,' the department shall designate, in whele or in part, not
more than 10 vacant or nesrly vacant buildings x5 business incubation
centers for the purpose of encouraging &nd assisting, as described in this
net, the estublishment and expansion of small businesses within this
state, A community board denscribed i section 4.7 & local governmental
unit, or an educstiong] institution may hoid Gtle to the building or may
jegse the building from the Gtle holder.

{2} In designating business incubation centers, priority shall be given
10 thoss proposals that the department determines conform with ali of
the following:

{8} Wil] generste & pignificant number of jobs.

{b) Are supported by 2 or more proximate Jocal governmental units, or
1 local governmental gait and st Jeast 1 educstional unit, each of which
sgrees to contribute monetarily or in kind to the center.

{c} Are supported by local rep ativer of busi Isbor, and
education.

(d) Have financia} commitment of a1 least 50% of the projected unreim-
bursed costs of the establishment and maintenance of the center for a
S-year period.  As used in this subdivision!

G “Costs of the estublishment’ includes the fxir market rental valoe
of the center.

(&) “Unreimbarsed costs™ menns total costs less rental receipts.
PoAISAL No. 198, § 8, hod EfY July &

f Secvion F25.1E1S.

¥ Sewtis 1251674,

1251574, Appointment of board: composition: open meetings
writings nvailsblie to public

See. & 1) A loeal governmental unit or educationsl institytion er
other organization that desires to have & vacant or nesyiy vacant
buikding designated, in whole or in part, as 2 business incubstion center
shall appoint, in comjunction with local governmental units or private
organiations thal agree o conrbule monetandy or in kind o the
mm.lmmMQmpcﬂmmdu&umMufﬂum
by this act A locxd governments! unit or educations] institution may
designste an existing board of an economic development entity, such as
an economic developiment corporation created pursuant to the economit
development corporstions sct, Act No. 338 of the Public Acts of 1974,
being sections 125.1801 to 1751636 of the Michigan Compiled Laws, a
downtown development authority created pursuant 1o Act No. 197 of the
Public Acts of 1975, being sections 125.165] 1o 125.1680 of the Mickigan
Compiled taws. or ocher simiar ecowomic development entity, upon
consent 67 That enta}, as the commynity board.

{2} Except na provided in subsection (3], the board shall be of a size
that the appointing bodses determine to be sppropriate, but shall consist
of Bot more than 15 persons. The members of the board shall consist af
represesiatives from kes segments of the community, including, put not
timited to, politieal, Bnancial, business, Ibor, and educational represents-
tives. The bowed shalf efect from its members a chairpersofn.

{8) An existing board of &3 economic development entity designsted a8
# community board porsusnt o subseetion (1} need net meet the nam?@r
requirements of subeestion (23, but must weet the composition reguare
et of subsection iy



(4} Board members shall serve without compensation and shail serve
sl the plessure of the appointing bedies or unt! the boards task is
eompleted, whithever occurs first,

(5} Except as provided in subsection (7}, the business which the board
may performn shall be conducted at » public meeting held in compliance
with the open meetings act, Act Ne. 267 of the Public Acts of 1976, being
sections 15.261 to 15275 of the Michigsn Compiled Laws. Publir notice
of the time, date, and plsce of the meeting shall be given in the manner
required by Act No. 267 of the Public Acts of 1976,

{63 Except na provided in subsection (1), a writing prepared. owned,
used, in the possession of, or retained by the board in the performance of
a7 officint funttion shall be made available to the public in compliance
with the freedom of information sct, Act No. 442 of the Public Acts of
1976, being sections 15 231 to 152456 of the Michigan Compiied Laws.

(7} The board shall rot disclose, either orally ar in writing, matters of
& proprietary nature withoul the cohsent of the applicant o lessee
suhmitting the information.

PA1584 No 198 § & Imd Eff July 8

125.1575. Duties of board upon appointment; petition for designa.
tion

Set. 5. {1} Upon appointment, the community board shall do all of
the following:

(s} Identify the bilding or part of the building under consideration for
designation s a business Incubation center.

{v) Advertise the coneept of a business incubalion center it the sur
rounding sres.

(¢} Solicit the views of the community concerning the designation of
the buwiding or part of the building under consideration as & business
incubation center.

(d) identfy pessible tenanta for the centey,

() Obtain commitments from persons, organizations, businesses, local
governmental units, or other sources amounting to at Jeast 50% of those
costs not covered by renta) fees that the board estimates wilf be peeded
for the establishment and operation of the business mcubation center for
3 vears.

(21 If, after performing the duties required by subsection (1} the board
determmes that a designation of the building under consideration as &
business incubation center is desirable and pessible, the board shalt
petition the department for the designation.

P.A1984, No. 198, § 5, imd. Bff Fuiy 3.

125.1576. Fensibility study: notification of decision; respplication

See. 6. {1} After fling 8 petition pursuant to seftion 5, the communi-
Ty bowrd, in coUperaGn wilh The department, shall conduct and complete
within 180 calendsr deye an i-depth center feambility study. The study
shall incjude, but ot be fimited to, all of the following fxctors:

(8} Necessary lease, purchase, renovation, or copsiruction costs.

(b} Estimated rental couta for lessess of the repter.

(¢} Estimated utility comis.

{d) Estimuted wage or aalary rutes of fature employees of the center,
inciuding # building manager, receptionist, typist, and security guard

(e} Estimated income for the center, including the estimsted aonus
lotal subsidies ®nd mate Rppropriation, and, if necessary, the oot of
finmnting.

i) Prospects of sttracting suitable busineases to the centar.

(g} The ability of the community to provide necessary support for the
cester, poluding but aot limited to, téchnical sssistance snd trxining,
assistance In attracting employees, assistance in relocating s busivess,
aasintance in busioess start-op, wnd Lbrary faclities.

(2) Within 3¢ calendar days after completion of the feasibifity study,
the departnent, based npon the study wnd the oriteris aet {orth i section
3,7 shall notify the board of its decision. If the department does not
designate the duiding as & business incubation center, the department
shadl set forth the reasons for its decision in ita potification lerter to the
board A board reetiving & Degative responas may reapply for desigm-
gon of the bafiding when circumstances which Jed to it initial rejection
have beens remedied
F.A. 1984 No 188 § & Imd Eff July 3

: Seccion [28.1575.

% Section 1753573,

1251577, Period of designation; varly closing

Sec. 7. (1) Except sz provided in subsection (2), & designation of a
building a8 & business incubstion center shall remain in effect for 15
years upless otherwise sgreed to al &ny time during the period of
designation by the depsrtmient and » community board

2y A Rl governmental unit or educabonxl mstimbtion that bas 3
building designated ax & business incubstion center and that desires
have the bulding returned o s previces viate before the expirstion of
15 yenrs shall notify the board § years before the tme the building wil
be needed. Upon receipt of notification, the board shall forward & copy
of the roaificaton T the depariment and shall pubiinze the Sosing date
of the revter o the lexsess of the center and @ the eormmamty.
POATHRE No 198 § 7, Imd E¥f July 3
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I125.1578, Applieation to sTart or expand business; waiver for exiate
ing business

See. 8. (1) When s building is designated as s business incubation
center by the depariment, ita community board shall accept apphications
from persons detiving to start or expand a small business and to locate
that busitess within & business incubation center. The spphication,
developed by the department, shall elicit, st a minimum, all of the
foliowing nformation:

8} The type of business that the applicant wishes to start or expapd.

(b} An estimate of the pumber of employees the applicant will need in
order o start or expand the business and & 2-year projection of future
employment.

€} The »15l} and educational Tevel of the employees that the spplicunt
pinns to hire,

{d} The shility of the applicant to start or operste a succeseful buai-
nesk

2] A general staternent a3 0 why the applicant ishes to be aceepted
inte the business incubation center.

) A signed statement by the spplicant that he or she understands and
wecepts the obligetions pisced upon him or her under section 13° if
scceptad into the business incubstion center.

i) Information that- the applicant considers to be of & proprietary
nature mud that he or she does bot want to be made public,

(2} An existing businesz Jocated within this state i not eligible to
parficipste in the business incubation program enless a watver s granted
for that boviness by the department
P.A.1984, No_ 198, § 8, bmd. Eff. July 3.

T Seetion 1253581,

125.157%. Eealuntion of center applicants; notification

Ser. 8. (1) A community board shall evaluate spplicants who want to
start or expand A small business and to Jocate within the business
mcubstion center based upon, but not Limited to, all of the follawing
{acters:

(8} The likelihood that the business will be profitable.

{b) Whether the product that would be manufactured, or the service
that would be rendered, would be new or jmnproved to the state or the
wres.

(¢} The potentis) marketwbility of the product or service.

{d} The likelibood that the business will generate a significant number
of new jobs and pot eliminate existing jobs.

(e} The likelihood that new jobs genersted will be filled by persons
who presently sre wnemployed or whose skills are not m great demsnd.

fy The likelihood that the business will oot be started if the applicant
is not pted into the busi incubatios center.

{£3 A boxrd shall forward to each applicant whose application it rejects
potice of Sta rejection, logether with the reasons for the rejection

631 A board shall forward to each local governmentsl uznit that bas
agreed to contribute monetarily or in kind to the center and to each
applicant it favorsbly evaluates notificstion of its decision and of wheth-
er of B0t pace exists o accept the applicant.

PLA 1984, No. 168, § 8, Imd. BfL. July 3.

125.1580. Annusl report; management consulients

Sec. 18 {1} A cummanity board shall report in writing st least sonoe
ally to the department on the activities of the board and the center. The
report shall incjude, st minjmum, the name of each spplicant whose
applichtion it rejects, together with the reasons for the rejection, and the
name of esch spplicant whose apphication it favorably evaluates,

{2) A community donrd way hire 1 or more management consultants
or contract with & mamgement consulting firm that shall recommend
possible tenants for the buiding and that shall provide the services
described in section F21
P AI984, No. 198, § M8, Imd. DOf July X,

+ Satin YIS JARE.

1251581, Duwties of Jesmer

Sec. 11 A lesser of & buainess incubation center shail do &l of the
follpwing:

(s} Pay rent, which amount ahall be determined by the board The
board may agree 10 huve the rent for & predetermined momiaT of months
payable st a lnter date by which time the business is expected to have
received tommitted starting capital.

{b) Pay utilities ## determined by the board

ter Make rrery effort to relocate tw ¥ permasest Joestion not later
tan 18 monthy alver entering & business ipeubsiion center. A business
may request extensions of this requirement for periods of not more thaa
12 months. The bonrd may grant extensions of up to 12 months st a
tirme upon & determination that 2 business still requires the aervices of
the center. This yubdivizion does not apply to support servives. As used
in this sobdivinion, “Wpport servicey” means those servives provided to
&} lessers of the center to assist ther in the perstion of their busipess,
Buppert services includes, bot i not Bmied o, beokkeeping, secretariad
services, duplicating, and delivery.

P.A 584, No. 198, § 11, Bed B Juiv 3



125.1582. Benefits received by leasee

Se¢. 12. (1) In return for his or her monthly rent, a lessee of 2
business incubation center ghall receive the following benefits:

(2} Physical space within the center.

(b} The services of = building management consultant or management
consulting firm.

(c} Services or facilities yvailable within the center that wre agreed
upott by the board snd the lessees of the center. These services and
facilities may include, but are not limited Lo, clemning, building sequrity,
typing, and reception services; conference, laborstory, and Hbrary facili-
tien; dupliesting munchines; and computers.

(2 In addition 1o the benefits described in subsection {1), the center
shall make svailable certain professional services on a fee for use basis.
These servites, which the building management consultant of the
mansgement consulting firm shall arraoge, may include, bal are not
limited to, information on government regulations, basic management
skills, advertising and promotion, marketing, sales, contre] of inventory
levels, recruitment of employees, labor relations, #nd francial connseling
in areas such as venture capital, risk management, taxes, insurance, and
qualifying for government small business lonns,

P.A1984, No. 198, § 12, Imd Ef July X

3125.1583. Duties of department

Bec. 13, (1) The department shall work closely with business incuba-
tion centers, offering sdvice and assistance when possible, and shall
protote, through advertising and other appropriste means, the concept
and benefits of business incubation centers and ther availability.

{2} The department shall cooperate with community boards, loeal gov-
ernmental units, and educational Institutions to effectuate the purposes
of this act.

{3} The department, if it finds that a community board or center is not
operating in compliance with the requirements of the act, may withdraw
state funding from the center.

P.A1884 No 198 § 13 Imd Eff. July 2

125.1584. State funding

See 14, §1) The departmnent shall administer state funding for the
centers it designates.

{2} During the first 3 years of operation, the department shall provide
funding for any designated cenier up w0 50% of the costs of establish-
ment and maintenance that are not covered by renial fees. The depart:
ment shall not provide any state funding o & center after the center's
first 3 yenrs of operation. As used in this subsection, "costs of estab-
kishment” means the aetusl cost of leasing the center or the actual cost
of acquisition of the center prorated ever & period of ot Jess than 15
years.

P.A TS84, No. 198, § 14 Tnd. EIf. July 3

125.1585. Appropristions to sdminister act

Sec. I5. The legislature anoually sheil appropriate 8 sum sufficient
to imnplement this el
F.AI984 No 198, § 15, Imd Eff. July 3.

125.1586. Reports to legisiative commitiees

See. 16. The department shall submit (o the senate and house com-
mittees that have the responsibility for economic development matters 2
veporta covering the effcciivur.ess of this set, the number of applicants
who were accepted inte business incubation centers, and the number of
such businesses in operation at the tme of the writing of ench report
The first report shall be submitted before Jaouvary 31, 1985, and the
second report before January 31, 1990,
P.A 1954, No. 198, § 16, Imd Eff. July &
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Pennsylvania

CHAPTER 1:F.-.5MALL BUSINESS INCUBATORS ACT

Bee. Seg.

38531 Shorm ttle. 2951, General powers snd dubles of
3952, Defmitions. the board.

3953 Creaton of program. 3958, Indicators of program impect
595.4. Incubator granis, Menz and 3958 Nﬁnndmcr'm:‘i}uagan.

lown gusrentees.
iy 39510, Repesled.
3955 Respomsibibities of local spon- 511, Appropristions,

BOFS il
3656 Chalienge grants for seed capi- 395.12. Time limit on spprovels.
tal funds.

Provisions constituting Chapter (2F, Small Business Incubators Act,
connsting of §§ J95.1 to 39518, were enocied by Act P98, July 3, PL
555, No. 1M, $§ 1 te 12

LBwary Referowess CFES S §6 900G, B2, 120, 32L 1M o
Seatrs 43, 4T, 1M, 127 L35, 140, 135 2%

§ 3851, Shout tithe
Thie st shall be known and may be cited 28 Lthe Small Busipess Incubators Aol
1984, July 2 P.L 555, No. 11, § 1, imd. effective.

Titse of Aer:

An Acl cremy » Medl baenest ancohator
program. providing for grants, Jomms wnd bosn
FURURIOEL 10 sl business mondasors, yacaly-

g the conditions of and rguirements fof gxnis
angd loane. provading for sed grancy; snd aking
spproprianons  Titk woended 1986, hdy ¥ P L
1193 Nu gt

§ 3552 Pelinitiom

The following words and phrases when wsed in this act shall have the messings
given to thein in this section uniess the context clearly indicates otherwise:

"Anchor inant™ A tenant other than a reiailer, provided thut the tenant hag un
ncubator lease of more than [we yexrs.

“Board.” The Bosrd of the Ben Fracklin Partership Fund us established by the
act of December §, 1982 (PL TT4, No. 2235 entitted "An act amending the act of
Aprd 83928 4P L 12, Mo 135, entitded “An att providing for and reprganiding the
tonduct of the executive and administrative work of the Commonweahh by the
Executive Department thervof and the sdminisrative depariments, boards, CommE-
ks, and officers thereo!, including the boards of trustees of State Normal Schooks,
or Teachers Colleges, sholishing, ereating, reorganizing or witheruihg the recrgant
wtion of certain sdministrative departments, boards, snd commissions, defining the
powers and duties of the Governor and other cxecutive snd adminstrative of fioers,
and of the severs! sdminitrative departments, beards, commpmions, and officers,
fining the salares of the Governer, Lieutenant Governor, and certain sther executive
end adminisretive lficers, providing for the sppoiiment of cerain BAminitrative
officers, and of all doputies and other assi and emgployes in certain depart-
ments, boards, and commissions. and prescribing the manner @ whith the namber
and compensation of the deputies and all other sssigtanes and emphyes of certain
departments, bourds and commissions shail be determined,” changing the pame of
the Pennsylvania Stience and Engineering Foundation and further providing fer
membership un and duties of the bosrd ™}

“incubstor™ A faciny in whith smal} units of space iy be leased by » lenxnt
and in whick management @iz or provides sccess %o busk devel
services for use by temants

"Locsl sponsor™ or “sponsor”  An organitetios whicth enters into a written
spreement with the board to establish, operate and admirdvter a wrall business
incubator faclity of 10 qrovide Funding Lo an arganization whick cperates sweh 3
facility, mchuding municipalities, focal development districts of the A .
Regiona Commission, industrial and cial develop sutherities
pursunnt Lo the 2et of Augnst 23, 1967 (P L. 251, No. 102, kbown as the Induatrinl
and Commercat Development Autbority Law,? rederel p suthorit blmbed
pursunnt to the aet of May 26, 1545 (F.L 393, No. 355} known aa the Urbax
Redeveloprnent Lew,? municipal sutboritiss organized pursuant to the act of May 2,
1945 {P L 382, Ne. 164), known sz the Municipality Authorities At of 1945, o aE¥
privace profit or for-profit eeg wih spproved by the board

“Seed enpital fond” A apevial investruent vehicle which provides equity and
Mhﬂ_cwmlwmn.ﬁbwiﬂe»esduﬁng she enrlient stages of businenn growth,
inchading businesnes in incabalors.

“Tenant.”™ A sofe 3 ip, business parthership o corpiemtion opersting &
mmfwmfuw.ﬂmmmbymxtmfmmMMG
otherwise ocoupying space in &% epdaise.

1984, July 2 PL S35 No. 131 § 2. imd, effective. A3 wmended 1586, July 8 PL
1183 No 193, § L #nd effective

TIPS S RN 1 wed 87D )

£ Sextiw 371 ot mgy of o 1ade

LECE SN WY YR

33 FS5 § M5 oe

-

1588 Lugiiaton Soctites 3 of Act 195 Jeiy 8. FL 1P¥, Mo
The S50 amomdiuert wldes the defimiion of VOV SOTRMA me Fodicwns,
Twnchor wmant” aad. i 1he definion of “wnan, Yot phmamors of this sendeiory el sball b

Dacrudt o, of prrmses by ke act, norborpeol.  resroachee o Apei? 1. 1986, wid sbad] appiy 1 ol
* apphcrons approsad o o ofie Aprd £, T

Statutes

§ 3853, Crestions of propram

There is hereby establiched nader the direction of the board a Statewide loan and
lesn guersntee program for the establish perstion snd inistration of smai}
Business meubators, to be known 12 the Smali Business Incubstor Program,

1584, July 2, P.L 555, No. 1L, § &, iod. effective.

§ 2954, incubstor prants, lnans and loan guaraotees

{s) AppHcatien—A Jocs! sponsor may submit v spplication to the board to
obtiin & grany, lomn or loan goarastet o estsblish an Bmcubstor. Each spplication
shaf:

{13 Demosstrate that » faciity exiets that ran be ransformed e s imeabator
at & specified cost

(2} Demonstrate the ability w directly provide or arrange for the provision of
basiness developmeni services for 12nents of the incubator. These services shall
include, but sol be fimited ta, fnancial hing Rasi , management and
sarketing sositanee snd physad services,

@ D sal for ined use of the ncubator facility by efigble
tenants, through  market study or other means.

44} Demonstrate he ability to wansge and operste the incubator facility in
accordance with section 51

(5} Inclode other information w the board mey reguire through guidelines.
th) Review of application.—The bestd shall review snd secept appivations Lared

on the following criteria:

(3} Abelsty of the loesi apomstr o CAZFTY bt the provisions of section 5.

(2} Exonomic impmet of the ineubstor on the community.

{3) Conformance with areawide xnd Jovsl sconomic development plana if such
exXsL

{4) Location of te incubntor, in order W encourage geographic distribution of
incubators acrous the Stake.

{5} Such other criteria us may be established by the boord through guidelines.

te} Grant and foan conditions

{1} Grants and loans wwarded or guarsnteed shall be used only for the nequise
tion and leasing of nd and existing buildings, the rehabilitation of buildings or
other facilities end the purchase of eqsip and furnighi which &re neces-
sy fo the erestion and operation of Lhe incubator. .

{2) Grants, loans &nd loan guarsniees sy not exceed 50% of total eligible
propect costh, or 3650000, whichever 5 jess. The maximam grnt smount sward-
ed in WAy project may pot exceed $240,000. Graois hall be provided only w
projetts loceted in municipalities Sesignated ss distressed under the ot of July 7,
1984 (P L. 520, No. 1851, known as the Business Infrastructyre Development Art 2

{3} Fuzdds loaned shell be secored by fien positions on collaternl at the highest
tevel of priority which can accemmodate the borrower's ability to raise sufficient
debt and equity capital  When the obligation of & local sponsor is guarsnteed, the
frmneial insttaton holding the obligetion shall be sequired to adequately secure
the cbligation,

4} Grans, Wena sod josn gusrastees for so mcubator i which the facility is
currently leased shaP only be mede if the sppicant intends to buy the facitity.
These losss shall be pecared by a lessehold morigage.

(5) Peyment of mierest and principal on lones may be deferred at the discretion
of the board.

&} Interest on all loang shall be determined by the secretary and published as 2
natice in the Pennaylsnnia Bulletin szd shall mo? be required 1o be ¢qusl through-
out this Commonwexlth.

{7} Funda ey be Jent for & muximam of 45 years or the useful Bfe of the
property, 3 establivhed by the Usited States Depertment of Treasury, whichever
® grester.

1584, July 2, F.L 555, No. 111, § 4 ind. effective. As simended 1956, July 9, P.E.
1198, Mo, 101, § L imd. effective.
1 Sertion 395.% of this k.
Phectwom 951 o aeq of thin Hithe.
1984 Leginlation TORY, knownr ks the Propyfvania Ecosomic R
The 1986 smendmenr sdded  recrencos talirmiion Act'.
Fanii; wnd © pad. (REL welstuted “decermined ooy ) of Act 159, July 3. PL 1393, No
and e g eides 1 Foliows.
e equal thronghout this Commonwesih™ for “ar “The prosaucns of thia wnendatory act shadi e
b pad on the bmds becd  HUTHRCUrt W AP §, TREE. and shall apply to aft
Perzomn 10 she ack of July 2, 1954 {P 1. 51 Mo pplioations approvod on ot after Apnd 1 1984

§ ¥ R i of focut

A eeal spo , o the organivation mesiving sas h the focal sponser,
shall bave the following responsibilities kod dutiew i sstablishing und opersting an
s ! > : ; ;

12} Secure title oo the Pacility or  lease with the intent 1o secure tithe 10 the
facility.

) Manage the physical develoy of the meuh facility, including the
provision of eotren conference or medling Spaes.

31 Purmish and equiy the facility 10 provide business services 1o the Lensits.

) Market the facility and mecire ebgitde trsants,

5% Provide financini consuhing, marketing and mensgement sssislante pervices
or arange for the provision of these services for wnunts of the incobator,
metuding assictance in acorsaing privale financisl markets.

16) Set rental sof mervice foes.

{1} Encournge the sharing of ideas between terunts and otherwive aid the
terants in &N inhovalive manner while they are within the incubator.



{8} Estublivh policies and criteria for the seceptance of tenants info the incubs-
tor. Retail enterprises, not-for-profit enterprises {except nol-for-profit enterprises
engaged in research snd development), whelesale enterprises and personal serviee
enterprises are not permitted a5 tenants in incubstors funded thyough this act
p to 20% of the uaefu] square footage of such a facility aball be secupied by sn
snchor tenat] who does not meel these ehgibility reguirements.

3} Establish » loca? sdvisory committee to assist i the performance of these

functions.

1984, July 2, P.I. 555 Ne. 311, § 5, imd. effective. As amended 1986 July 9, P.i.

1193, No. 101, § 1, imd. effective.

THMS. Lagisiston

The 986 smondment rewsose ol (B), which
previously read:

“A local gronscr oF the DEEMTENON TESGYInG
pmistance hrough the local pomsor, Mhall have
the [oHhowing raptosiniroes snd duies in oiabe
tohing atuf operaimy an incubwior wih wecotxace
from this program:

~§1) Secoer Stk b e fachity of & lease
with the inient u score tde 1o the Bality.

1) Muansge She physicl dewlopioens of the
incubmtor facility, including e peownion of
common sRftrtaee o Wertiong Mace.

{3y Furnmh and equp the facibiy $o prowide
business ®TVICE 1o the EBARD.

“i4) Miarker dbe Facibiy and secure eligitdc
s,

"(3) Prowide Fnanaa) comulling, taaketing
and cinagorrit! ETRGLANCE WETVICE OF MTAREC
For 1he provisom of thesr sevices for tonants of
the nrubeict, IChding EKGIARCE @) MRGEAY
prvaae financial maskets

{6} Sev revink e attvice frox.

") Encourage 1be baring of idexs berween
temants wnd d the bokns Do
innowative manney whikl they amr wethin e
T

~(8) Esteblish pobicka s crieens for the
acsepiarie of terdaly UG she inTwbelol aid for
the srrmninarion of Geivpracy of lerants x5 @
inatituze the opporitonity o mkrwed fof the
Jreatess b of wmaey, comsitima, with the

~§55 Extablinnh  loval sdvimory conuuries
wuin o the performanie of these Banctons ™
Sections 3 of Act 1986 July 9, PL. 1791 No
1. provales as Foliew,
“"The prommons of thid Kpcadkiory w1 el be
rotrmactve 10 Aprt ), 1956, and shall xpply o all
spphcanons approved on or afice Apris ¢, 1966

§ 395.6. Challenge grants For seed tapital funds

ia} Purpose --The board is suthorized Lo award challenge grunts for the purpores
of establishing seed copital funds o mssisi young small busincsses, ncluding
businesses i incubslos, Lo treste hew jobl in this Commenwenlth.

b1 Application.—Advanced technology tenters or other Drgshitations approved
by the board may submit applicationz o reeeive challenge grante to sssist i
establishing seed capital funds. Each application shall.

{1} Destribe the purposes of the propesed seed capital fund, incloding the types
of businesses to receive investments snd the lypes of investments w0 be made,
congistent with syhsection {ch

12} Explain the need for the challenge grant in attracting private investment o
the proposed seed cupital fund

{4} Present & plan for establishing the proponed seed capits! fund, including the
smount of privete mvestroent seught, the sirstegy for obteining such investments
wrd Ure persuns or arganiistions who may tanage the fw

(4} Lis! private investment conumitments obrained to date.

tc} e of funds.—The board may award challenge granis 1o eBigible appheants
fallowing vecript of an spplication consistent with the criteris specified in this st
Recipients of grants shall not expend uny of the funds awarded Upless wnd unz the
bosrd has assured itself that the foliowing conditions hokd:

1) Either:

(i} st least 33 of private investment Fas been committed 1o the proposed seed
capits} fund for every 31 of the chalfenge grant swarded and st Jeast 33,000,600
of totsl investment, inciuding the challenge grant, har beet committed 1o the
propoaed fund, or

i3} »1 least 31 of private investment has been committed 10 the proposed seed
capits! fubd for every $1 of the thallenge grant pwarded; a1 Jemat $1.5 million of
tola} ihvestment, including the challenge gran, has been committed 1o the seed
capite! fund; and no investment b to be made from the fund i & reall business
pruject without aa squal of greater investment from private sonrces other than
the !uncf in the same small business project, auch that, in total, &t Jeust 53 of
privaie tment has been itted wo an individos) small business project
for every §1 of challenge grant fundy invested.

(2_) Investments from the seed capital fund will be made exchuively in small
§usmm located in this Commanwealth, including, but not ¥mited o, tenants of
incubstors.  For the purposes of this section, small busineswes shalt sot inchude
busineases of 3 merewntile or servires rebeted pature, but shall include Mternation-
»l eaport relpied services, internaiions! export related ncrcantife vemttres knd
sdvaneed technology of computer related ventures whick will incresse the Gomr
monwealth's share of dommstic or internations! markets.

0 Toual investments lo & small business using seed capital funds shonld
;ﬁ?ﬂn’i}hkﬂ&ulﬁﬁ.mdummym#fmmfuumﬂ

nead

4} The grant recipient shall serve xp 5 limited partner or coinvestar with Fmited
i the propused fund sod retarns on imvestment of chalienge grant fande
whall be reinvested in the seed capital Tund.
In 1he event tat recipients of fonds cannot demonstrate Ve conditions by June 30,
1986, the grania, or the portions thereof for which the conditions are not satisfied,
ahall be rescinded by the bowrd snd shall be avsilable to the honrd to use for Jowns
and joan guatantess to iscobsiors munmistent with section 4.3
1084, July % PL 556 No. 111, § 6, snd sffective.
1 Sacrucan 195 4 of vhin with:

§ 387, General powers snd duties of the bosrd

The board shafl:
3} Adopt such rules, statements of policy, protedures, forms and guidelines as
may be v for the imph ion of this aet, including the 2nt
wenb s in peally di ¢ preas such a5 State or federally designat-

ed prise zones, sipalities which meet critersa for distress as identified in
section 6 of the act of July I, 1954 (P.L. 520, No. 105}, known ss the Business
Infrastructure Development Act,) and urban renewsi sreas designated in eonform-
ity with the sc of May 24, 1945 (P.L. 591, No. 385), known 3% the Urben
Redevelopment Law:? Provided, That it is nod the mtent of this act to limit the
biish of inoubators 10 such oally di 4 areas.
1984, July 2, P.L. 565, No. 111, § 7, fmd. effective. As amended 1956, July 9, PL.
193, No. 101, § I, imd. effective.
1 Seczion 3936 of bis Gile.
135 PS5 § E01 2 ey

1984 Lagtvioticn. “¥iu provissons of this smendatory a1 shail be
The 1936 mocadpunt sdded all tanguage ol retrosctoee o Apsil §, 1986, aad shakl apgiy 10 3l
g “implomeuation of this we” m o {1} epplicstions approved on of ¥Ret Apri | 3980~
Soctcn 1 of Act 1956 July 9, P.L 18], No

O, povaden a Soflroe

§ 3958, Indicators of program impact

On o before March T of each year, the board shall provide & repert s both the
Chief Clerk of the House of Representatives and the Secretary of Whe Senate which
shak include, but not be timited to:

{1} The number of mpplications for incubstors submitled 1o the board,

{2} The number of applications Tor incubstors spproved by the board.

{8} The number of incubators created through this pregram.

4} The number of tenants cccupying each incubator.

{5} The number ef jobe provided by each incubator ind tenants of each incuba-
tor.

{6} The oerupaney rate of each incubstor.

{1} The number of firms still opersting in the Commenweskh after leaving
ircubaiorn and the humber of jobe they have provided. The board shall attempt w
jdentify the reasons why any companies have left the Commonwealth after
starting in an incebulor.

{8} The number of seed capital funds established with challenge gyapis, the
amount of private investment in the funds and the number, types and amounts of
investments m small firms by the funds.

1884, July 2, P.L. 555, No. 111, § &, imd. effective.

§ 3955, Nondiscrimination

No loan or loan gearantee shall be made o u small business or loeal sponsor
unieas it certifies to the board, in & form satisfactory Lo the board, thet it shall net
diseriminate against any eeployee or against sny applicant for employment because
of mee, religion, coior, natosal origin, sex oF age
1984, July 7. P, 535, Wo. 111, § 9, imd. effective.

§ 99508, Hepealed. 1986, July 5, P.L. 1393, No. 301, § 2, effective Aprit 1, 1986

Former § 19500, which e sdded By Act
FEBS, July 2. PL. 353, Na 31E § 10, relaind 10
puiticling and reguiations.

§ 3511, Appropristions

(1) The sum of 35,000.000, or a3 much thereof a8 may be necessary, is hereby
wppropriazed from the Penssylvania Eeonomic Revitalization Fund for the fisead year
July 1, 1984 10 June 30, 1985, for keans and gusrantees to focal sponsors pursusnt to
nection 4.1

12 The sam of $3,000,000 is approprisied from the Pennsylvania Economic Revi
wliestion Fund for the fiseal yesr beginning July 3, 1984, for the Serd Capital
Challenge Grant Program. These funds shall net hpac onts June 39, 19807,

1984, July 2, P.L. 555, No. 113, § 11, imd. effective.

1 Sevicm ¥95.4 of e Ote.

§ 3532 Time Himit on approvals
No sasistance under pection 4 1 shall be kpproved by the board afier June 30, 1987

1564, July 2, PL 555, No. 11L § 1% imd effective.
¥ Sactice W34 of shis Hth
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Department of Economic &
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Mr. Daniel J. Foley, Director
Legislative Research Bureau
11 Beacon St., Rm. 1232
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